
























WELFARE AND PENSION PLANS 
LEGISLATION 





HEARINGS 


BEFORE THD 


SUBCOMMITTEE ON 
WELFARE AND PENSION PLANS LEGISLATION 


COMMITTEE ON 

LABOR AND PUBLIC WELFARE 
UNITED STATES SENATE 

EIGHTY-FIFTH CONGRESS 


FIRST SESSION 
ON 


S. 1122 
A BILL TO PROVIDE FOR REGISTRATION, REPORTING, AND DIS- 
CLOSURE OF EMPLOYEE WELFARE AND PENSION BENEFIT PLANS 


S. 1145 
A BILL TO PROVIDE FOR THE REGISTRATION AND REPORTING OF 
WELFARE AND BENEFIT PLANS 


A BILL TO AMEND THE NATIONAL LABOR RELATIONS ACT, PRO- 
VIDING TRUSTEES FOR WELFARE FUNDS FOR WORKERS 


S. 2137 


A BILL TO PROVIDE FOR REGISTRATION, REPORTING, AND DIS- 
CLOSURE OF CERTAIN WELFARE, BENEFIT, AND PENSION PLANS 


A BILL TO PROVIDE FOR THE REGISTRATION AND REPORTING OF 
EMPLOYEE WELFARE AND PENSION BENEFIT PLANS, AND FOR 
OTHER PURPOSES 





MAY 27, 29, JUNE 6, 11, 17, 18, 21, 24, 25, 28, AND JULY 1, 1957 


Printed for the use of the Committee on Labor and Public Welfare 


UNITED STATES 
GOVERNMENT PRINTING OFFICE 
WASHINGTON : 1957 








COMMITTEE ON LABOR AND PUBLIC WELFARE 
LISTER HILL, Alabama, Chairman 


JAMES E. MURRAY, Montana H. ALEXANDER SMITH, New Jersey 
MATTHEW M. NEELY, West Virginia IRVING M. IVES, New York 

JOHN F. KENNEDY, Massachusetts WILLIAM A. PURTELL, Connecticut 
PAT McNAMARA, Michigan BARRY GOLDWATER, Arizona 
WAYNE MORSE, Oregon GORDON ALLOTT, Colorado 

STROM THURMOND, South Carolina JOHN SHERMAN COOPER, Kentucky 


STEWART E. McCuiure, Chief Clerk 


SUBCOMMITTEE ON WELFARE AND PENSION PLANS LEGISLATION 


JOHN F. KENNEDY, Massachusetts, Chairman 


JAMES B. MURRAY, Montana IRVING M. IVES, New York 
PAT McNAMARA, Michigan WILLIAM A. PURTELL, Connecticut 
WAYND MORSE, Oregon GORDON ALLOTT, Colorado 


Paut J. Cotter, Special Counsel to the Subcommittee 
II 








DEF ISITeSH 





00 ee 
UNITED STATES a THE 
MMERICA 
CONTENTS 
Text of — Page 
8S. 1122 7 a ae oi mo stew bien b tee 2 
S. 1145 et ih ate cee a a oo sia ein cer ala AR Hi a Be ee a 4s 8 
S. 1813- oe pale an ae Mae eal ate ode Bt bing en D 11 
§. 2137 ; > araniac aoe J dias 1d cage band canta ete al bet 13 
S. 2175 2 : ; aire, Se dn sh beeen 19 
Reports: 
Bureau of the Budget é\Z Nila ME > telat Pind aad 22 
fealth, Edue caitaas sana Welfare. 1 ee ee oe el es 29 
Justice Department ____- : 6 ag RE bn Wie etd ee 28, 727 
Labor Department _-__-_--. td on cad cam shies se Dora Ne tiie a 25 
Securities and Exchange Commission - - - ---- - oa Hates -. 62, 119 
Zeessury Department... 5... <.-~<- ssok seay did laces BBs bua ath deel 24 
ORGANIZATIONAL REPRESENTATIONS 
Amalgamated Meat Cutters and Buteher Workmen of North America, 
AFL-CIO . : Site Reape eke 405 
American Bankers Association - ; Dee whee» irene Letaiae | aaa 
ee SIRI a cia an ee Ee Ee ee 467 
American Federation of Labor—Congress of Industrial Relations____ 179, 327 
American Institute of Certified Public Accountants__.-_...__.._......-- 1638, 726 
American Life Convention # a a ee ar 143 
American Retail Federation____.......--.- eae ee Oe toe ee ee 479 
Americans for Democratic Action. .. 5.25 25 nS. ew eee 396 
ue Crost: basotiatinn.. 6.6 23 nis sede ale ede He td ll a beak. week 724 


Boilermakers National Health and Welfare Fund, Chie: MIO BEN EE tas se 2 
Boston College Law School- -_--- thd eels Dee wad issn futis « dbh. > de amt 6 
2 


40 
77 
Bradley, Pipin, Vetter & Katon, Chicago, Ill- 


64 


Budget Bure au . sinadih obu3t Bast Siiiesl St ncends ststdeah gel me 22 
oon University of_- é pk bono Gat of erceeceeeen ines eel 2 =. 674 

peace Institute of Technology Sah oe Ta ce atte a 681 

slifornmie Alming@rsity) Of:ioh J. U- cca cetas beet osiswdesauge-td~ : 666 
C hamt ver of Commerce of the U mibog. meee fo catback” 3 awit waiicuunece 267 
Chase Manhattan Bank of New York City_.._-.---_-__-_- wastwete~ a 288 
Chemical Corn Exchange Bank of New York City_-_- Ltuett- ae . , 289 
Christian Science Church wid ML. . Jodaine ~lanasitan « < bh slocastalact: seated 488 
Chicago, University of 3 : 5¢-e)-el Des 
Columbia University in the city of New York G- = a sduedisl) = eee 


Commerce and Industry Association of New York, tek fe eee 217 
Eastern Massachusetts Street Railway Co = ae 208 


First Church of Christ, Scientist, in Boston, Mass_.--_-__-- mmetine hs 488 i 
General -Electrie Co Pa aeks Guth Sek eet i a ES ty le, eae! Be ataal 682 i 
General. Motors ag wth od Latwecucesse ~~ is ae hla entabekel 174 
Harvard University 4 is qecleacay —y ' _.. 407, 651, 661 
Health, Education, and Welfare ie radon & Poser ,t ho ; 29 
Health Insurance Association of America. ----- SO eid 5. Bas, crt besa ieee atin old bees 143 j 
H. J. Heinz Co., Pittsburgh, Pa... ___-.- oe ee eed ved scion 267 ; 
Ilinois State Chamber of Commerce b isities eit tnd ray 2 =~) ce 355 
Pinole hivereitey Of 63365 fo. cosas -naceiade Scere ees S laa ST. cee 660 
Internal Revenue Service SS aN. amngul ns Sw fica Mencusits bn in Bob wae , 492 . 
John Hancock Mutual Life Insurance Co_____.____~- ces bam dee} «Shs erate 470 i 
Johnson & Higgins se ad a ere Se ee so 233 i 
Justice Department ___-- ind ide ee —antedebetius) os 28,. 727 i 
Labor De partment eee ee lis Sridk braves act eae cast @ 511 Se ee i 
Library of Congress cigs thet Stn dE we hated tones ani 534 | 
Life Insurance Association of America................-..-«..---.----- 143 
TIr 











IV CONTENTS 


ORGANIZATIONAL REPRESENTATIONS—Continued 


neocon naueses, ovement 
Martin E. Segal & Co., Inc., New York, N. Y 
Massachusetts Institute of Technology 
Metropolitan Life Insurance Co 
Michigan, University o 
National Association of Insurance Commissioners 
National Association of Life Underwriters 
National Association of Manufacturers_....................---_------ 
Nelson & Warren, Inc., consulting actuaries, St. Louis, Mo 
New York U niversity 
EEE EE ae eee. oe 
EE SDD IE 4 1 
Pacific American Steamship Association 
Pennsylvania University of 
a ee eS 
Securities and Exchange Commission 


Ow ew ewe ewe we ewe ee ee ew eee eee 


657 


Socony Mobiloil Co. of New York- ' 371 
i NOG 20, Bcc cccckccasnn see luul2uk 472 
Towers, Perrin, Forster & Crosby, Inc., Philadelphia, Pa__......._.._-- 473 
Treasury Department__ % 24 
Twentieth Century Fund, the, New York_____._..___._-__________-- 427, 663 
United Automobile, Aircraft’ and Agricultural Implement Workers of 

Se eh eee Ss a eh yt dee. 327 
United Automobile Workers of America, a 327 
Rene) pee SUMO AIOIIOR. 299 
ee RGN wee a emeleloape =n 314 
United Steelworkers of America__-_---_--_- eect ke denne a ee ae aes. 489 
EES RS SE Etc lla eo IR 534 
Weirton Steel Co., Weirton, W. Va__- ite 371 
Wisconsin, University of......_.....---- eee 2 can chanel dent te ae Sg 679 

STATEMENTS 
Allott, Hon. Gordon, United States Senator from the State of Colorado _- 40 
Bird, Robert W., assistant director, industrial relations, Oliver Corp., 

of Chicago, Iil., and member of the labor relations committee of the 

Illinois chamber of commerce: accompanied by John F. Thorp, manager, 

labor relations department, Illinois State Chamber of Commerce- ------ 355 
Blough, Carman G., research director, American Institute of Certified 

le AMINED. on 55.00-ns0nnrnnenensnLeeluluA.J0tuualdl our 163 
Cliffe, Frank B., vice president and secretary, H. J. Heinz Co., Pittsburgh, 

Pa., representing the Chamber of Commerce of the United States... 267 
Denker, Mortimer M., vice president and director, Johnson & Higgins... 233 
Douglas, Hon. Paul H., United States Senator from the State of Illinois__ 41 
Dunaway, Carlyle M., general counsel, National Association of Life 

SP WOUNMD nas on o585c556ciccssengsesgpaccsscnnncnds Cieudileesd 470 
Fitzhugh, Gilbert W., on behalf of the American Life Convention, the 

Health Insurance Association of America, and the Life Insurance Associ- 

DENN OF AMIOMOR 35 co cctecccscasnn ten ar laetabiclicudsnadscsueted 143 
Fonda, George T., chairman, employee health and benefits committee, 

National Association of Manufacturers, and vice president, Weirton Steel 

Co., Weirton, W. Va.: accompanied by Robert 8. Lane, Socony Mobiloil 

Company of New York, member of the employee health and benefits 

committee, National Association of Manufacturers; and Donald J. Fick, 

committee executive of the National Association of Manufacturers’ staff. 371 
Seenegen sestele OW. occcccctcccencscscnsasud dade ded USL 682 
Gibbons, John L., executive vice president, Chemical Corn Exchange Bank 

of New York City, and chairman, committee on employees’ trusts of the 

trust division of American Bankers Association: accompanied by 

Edmond B. Gardner, vice president, Chase Manhattan Bank of New 

NOD (SOT noes 2 ee edeS eee ee aon seet ceereueneenns Ubibus ee 288 
Goldwater, Hon. Barry, United States Senator from the State of Arizona__ 72 
Harris, Seymour, chairman, economics department, Harvard University.. 407 
Howell, Paul, graduate school of business administration, Columbia and 

New York Universities, research director, pension fund survey of the 

Twentieth Century Fund.----...................-- wisdiginadspttes- tem 427 


& 
: 
; 
f 
’ 





CONTENTS 


STATEMENTS—Continued 


Ivés, Hon. Irving M., United States Senator from the State of New York- - 

Jones, Seeland,. Jr., ‘president, American Retail Federation _-_--—----.--- 

Lewis, John L., president, United Mine Workers of America __ ~~ -_-~------ 

Mayer, Arnold, Washington staff and public relations director, Amalga- 
mated Meat Cutters and Butcher Workmen of North America, AF L- 
CIOs oS ool Se ys OO A ot, el ied eis 

Meany, George, president, AFL-CIO; accompanied by: Andrew J. Bie- 
miller, director, department of legislation; elson Cruikshank, director, 
de _partment of social security; and Lane Kirkland, assistant director, 
department of social security__..¢..-2_..-0...-.-2-1-202e- see. ete 

Meltzer, Bernard D., professor, University of Chicago Law School---- --- 

Mitchell, Hon. James P., Secretary of Labor_______— elie ovdh .GUL 

Nathan, Robert R.., national chairman, Americans for Democratic Action - 

Orrick, Andrew D., "Acting Chairman, Securities and Exchange Conunission; 
accompanied by Harold C. Patterson, Commissioner, Earl F. Hastings, 
Commissioner, James C. Sergeant, Commissioner, Byron D. Woodside, 
Director, Division of Corporation Finance, Thomas Meeker, General 
Counsel, Daniel J. MeCauley, Jr., Associate General Counsel, George 
Blackstone, Associate Director, Division of Corporation Finance, and 
Albert D. Scheidenhelm, Director, Division of Administrative Manage- 
MONG iscs cc cccdgcccwceccdccssewncewswscuawsa se SU, GE KSI 

Phillips, Harry N:, _ chairman, committee on group insurance, the National 
Association of Life Underwriters.___..._..----2Ll--202-2242.2202- 

Pipin, Marshall A., Bradley, Pipin, Vetter & Eaton, attorneys for Boiler- 
makers National Health and Welfare Fund, Chicago, Ill -- 

Reuther, Walter P., president, industrial union department, AFL-CIO, 
and president, United Automobile, Aircraft and Agricultural eee 
Workers df ‘Ameriga 22/2 U22UL. i004 Saieos) OF. 

Segal, Martin E., president, Martin E. Segal & Co., Inc., “New York, N. Y- 

Sheldon, Horace E., director, industrial relations department, Commerce 
& Industry Association of New York, Inc____..-.-.-_----_----.---.-- 

= tebert C., chairman of the finance committee, United States Steel 

Corp.; accompanied by John 8. Tennant, general counsel, United States 
Steel Corp., and Mare Fisher, assistant comptroller, United States Steel 
C orp < 

Whitehouse, Al, director, industrial union department, “AFL-CIO; aecom- 
panied by Leonard Lesser, legal counsel, social security department, 
United Automobile Workers of America; and Jack Barbash, research 
director, industrial union department, AFL—CIO 


ADDITIONAL INFORMATION 


AFL-CIO 1955 convention resolutions on health and welfare plan admin- 
istration —__- eliabiesnt ~aeux 
Assembbky bill No. 1773 of the State of California__.__- 

Draft of revisions proposed in the bill 8. 1145 to provide for the registra- 
tion and reporting of welfare and benefit plans os 
Editor ial in the NAM News, Beneath the Surface of the Douglas Bill, 

May 3, 1957 bas cal as tk ah IO met ge <b bethse bs takin th wig Se MS Ss AEBS S ce ble ROM 
Employee health and welfare programs, interim report of the National 
Association of Manufacturers - 
Employee Welfare Fund Act of 1956 of the State of New York (as amended 
April SRi 10670s: W..- 2. scale“, ~-ssastcuwaiilvenca— AA - dlogse goals 
Investment Company Act of 1940 
Letters: 
Blanchard, Ralph H., Columbia University in the city of New York, to 
chairman - wil ’ 
Boulware, L. R., to chairman, and enclosures _ _ - 
Bowers, Edison L. ., the Ohio State University, to chairman 
Brown, Douglass V., Massachusetts Institute of Technology, to chair- 
man...... aidkd 
Brown, J. Douglas, professor of economics, Princeton. University, to 
chairmamn i). 13 -awse- asoieds 
Cohen, Wilbur J., professor of public welfare administration, Univer- 
sity of Michigan, to chairman _._._- 
Colman, J. D., vice president, Blue Cross Association, to chairman. . 


Page 


30 
479 
299 


405 


79 
439 
80 
396 


99 
470 
£240 


314 


655 
682 
655 
657 
657 


659 


i“ 








VI 


CONTENTS 


ADDITIONAL INFORMATION—Continued 


Letters—Continued 


Page 
Cotter, Paul J., subcommittee counsel, to chairman-.--_-------~-..-.-- 208 
Cox, Archibald, Law School of Harvard University, to chairman. 651 
Dewey, Ralph B., vice president, Pacific American Steamship Associa- 

tion, to chairman, and enclosure... yrtasatt Sous suis J sit 483 
Dougias, Hon. Paul H., to chairman, and enclosure eee eas 7 
Douglass, Inman H., manager, Washington, D. C., office, Christian 

Science committee on publication of the First Church of Christ, 

Scientist, in Boston, Mass., to committee, and enclosure wise 488 
Duke, Marie, New York, N. Y., to Hon. Irving M. Ives, and en- 

een SENS gered ors: Se-ctlweesiel} cucue cus j 175 
Dyer, John K., Jr., vice president and actuary, Towers, Perrin, 

Foster & Crosby, Inc., Philadelphia, Pa., to chairman___-------- 473 
Eaton, Marquis G., president, American Institute of Certified Public 

Accountants, PeOnMON el 3 see ~UL ioc 726 
Fitzhugh, Gilbert W., second vice president, Metropolitan Life Insur- 

ance Co., to SN oT cscs. saci tetcnctic sped, al4 
Fleming, R. W., director of the Institute of Labor and Industrial Re- 

lations, University on Tinos, to chaitman . oso 5 - 62 cnn ke ae 660 
Harrington, Russell C., Commissioner, Internal Revenue Service, to 

cheitean, and enclosures - ne eres: 493 
Harris, Seymour, department of economics, ‘Harvard U niversity, to 

chairmen, ree ere ei. _... 407, 661 
Howell, Paul L., research director, the Twentieth Century Fund, 

New. York, to chairman, and enclosure ----- —__ ; 663 
Kennedy, Hon. John F., to Charles W. Mulcahy, “general counsel, 

Eastern Massachusetts Street Railway Co_....__.._____-------- 211 
Kennedy, Hon. John F., to George Meany, president, AFL-CIO_.-. 211 
Kennedy, Hon. John F., to Russell C. “Harrington, Commissioner, 

Internal Revenue Service........--..-------.--------------- ‘ 492 
Kerr, Clark, chancellor at Berkeley, University of California, to 

nt Daten . cekti nr ceisnaaitintie abkt- te sien ine ib Geedasio 666 
Kozmetsky, George, computers and controls department, Litton 

DRS O RHOIION boi is Sun write eee am dab dew nnce- 666 
Mayerson, Allen L., assistant professor of insurance, University of 

ET SS I ini old alse inde dese weeded aiden ediaien 669 
McDonald, David J., president, United Steelworkers of America, to 

WUD finde tied dod be een ae hic ke nsiesdde mabcaetbiian =o 489 
McGill, Dan M., executive director, the 8. S. Huebner Foundation 

for Insurance Education, University of Pennsylvania, to chairman_- 670 
MeNeill, Charles R., assistant general counsel, American Bankers 

Association, to Paul J. Cotter, special counsel of the subcom- 

patie Sim emnenNGE a. Ae I ele cub cece ULL 627 
Meany, George, president, MFL-—CIO, to chairman__.__.__...._. 204, 21 
Meltzer, Bernard D., the University of Chicago, to Hon. John F. 

Kennedy ____- st celle SO 0 Peas SL ct 459, 671 
Mitchell, Hon. James P., Secretary of Labor, to chairman, and 

enclosures 05s et, JU. Gis Ue dees ab ood aaa bdlawbek Samet 517 
Mulcahy, Charles W., general counsel, Eastern Massachusetts Street 

Dees aes Wer OUa AN ol SIR 5 es hg ila 212 
National Association of Insurance Commissioners, Chicago, IIl., to 

chairman_ au He 3G¢ i. sR BOs 152 
Nelson, Carroll .. consulting actuary, Nelson & Warren, Inc., 

St. Louis, Mo., to Hon. Irving M. Ives_-......-..-.---L------.. 472 
O’Connell, James T., Acting Secretary of Labor, to chairman, and 

enclosure__________- Foes ui debbie. hh< duu uu OL, OS 
Pipin, Marshall A., Chicago, Ill., to Paul Cotter, subcommittee 

SP INIIE oe ahilen  wo acres oa sen Feat Disses died leis od ote bopik lta th idl 264 
Seaton, Louis G., vice president, General Motors Corp., to chairman... 174 
Shister, Joseph, department of industrial relations, University of 

Buffalo, Se Se CNNONIND . ic nc cenacnewndsnnaccassoe 674 
Sullivan, Richard S., Boston College Law School, to chairman __-_--- 677 
Sullivan, William A., insurance commissioner, State of Washington; 

to Charles A. Goodrum, Library of Congress, and enclosure__.....' ' 534 


Swangren, Howard C., staff assistant, John Hancock Mutual Life 
Insurance Co., to chairman 








CONTENTS VII 


ADDITIONAL INFORMATION—Continued 


Letters—Continued Page 
Terriberry, G. Gilson, the Terriberry Co., New York, N. Y., to 
Hon remem A. Purtdlsicccta dacs duluna. wove 2h ccc et 472 
Wermel, Michael T., research director, industrial relations section, 
California Institute of Technology, to chairman__.____._--..____- 681 
Whitehouse, Albert, director, industrial union department, AFL- 
CIO, to Paul J. Cotter, subcommittee counsel, and enclosure_._.._ 345 
Witte, Edwin E., professor of economics, the University of Wisconsin, 
a GRRPMARa... cass. i beogwel sab dn eucsewas aceon. 679 
Report and memorandum of the Securities and Exchange Commission_ 62 
Proposed organization—draft, November 15, 1956_____- acca cc OME TO 


CHRONOLOGICAL LIST OF WITNESSES 
May 27, 1957 


Statements: 

Ives, Hon. Irving, United States Senator from the State of New York 30 

Allott, Hon. Gordon, United States Senator from the State of Colo- 

ROIs sist i'ade ni 'ncoidioatn odin raeaieds ide amdadeuad RU OL te OP, 40 

Douglas, Hon. Paul H., United States Senator from the State of 
IR a. x sin Sees meen ee te Pe a ame aes antes wae nearer 41 

Goldwater, Hon. "Barry, United States Senator from the State of 
rene 2 2 ot Sh Do ARI REE a na. oa 2S 72 

Mitchell, Hon. James P., Secretary of Labor_--_---_--_- Lee pUaes 80 

May 29, 1957 
Statements: 

Orrick, Andrew D., Acting Chairman, Securities and Exchange Com- 
mission; accompanied by: Harold C. Patterson, Commissioner; 
Earl F. Hastings, Commissioner; James C. Sergeant, Commissioner; 
Byron D. Woodside, Director, Division of Corporation Finance; 
George Blackstone, Associate Director, Division of Corporation Fi- 
nance; Thomas G. Meeker, General Counsel; Daniel J. MceCaully, 
Jr., Associate General Counsel; and Albert K. Scheidenhelm, Di- 
rector, Division of Administrative Management_-_-_______-_- 99 

Segal, Martin E ., president, Martin E. Segal & Co., ‘New York, N. Y_ 125 

JuNnE 6, 1957 
Statements: 

Fitzhugh, Gilbert W., on behalf of the American Life Convention; 
the Health Insurance Association of America; and the Life Insurance 
poem OF Ateerienk i: £20255 2 OE SA ce. SI 143 

Blough, Carman G., research director, American Institute of C ertified 
Hable Avoumtentee) sole o-oo dul cb elee eeu jL8 163 

June 11, 1957 
Statement: 

Meany, George, president, AFL-CIO; accompanied by Andrew J. 
Biemiller, director, department of legislation; Nelson Cruikshank, 
director, department of social security, and Lane Kirkland, assistant 
director, department of social security_...........--------------- 179 

JUNE 17, 1957 
Statement: 

Sheldon, Horace E., director, industrial relations department, Com- 
merce and Industry Association of New York, Inc_____-.--_------ 217 

Denker, M. M., vice president, Johnson & Higgins, insurance brokers, 
oreane adjusters, employee benefit plan consultants, New York, 

a aa a psi er nei os elds elk Sih ace steno cla ae oo aco een cic ie 233 


Pipin, Marshall A., Bradley, Pipin, Vetter & Eaton, attorneys for boiler- 
makers national health and welfare fund, Chicago, Ill_--_------- i 








Vill CONTENTS 


CHRONOLOGICAL LIST OF WITNESSES—Continued 


June 18, 1957 
Statements: 
Cliffe, Frank B., vice president and secretary of the H. J. Heinz Co., 


Pittsburgh, Pa., representing the Chamber of Commerce of the 
SMES a CBUcdue tit Jbl ebe Se ch obeb sed 

Gibbons, John L., executive vice president, Chemical Corn Exchange 
Bank of New York City, and chairman of the committee on em- 
ployees’ trusts of the trust division of the American Bankers 
Association; accompanied by: Esmond B. Gardner, vice president, 
Chase Manhattan Bank of New York City. ._..._....._.------- 

JUNE 21, 1957 

Statements: 

Lewis, John L., president, United Mine Workers of America, Wash- 
Ne Ee. cn wacneeanenenaena 

Tyson, Robert C., chairman of the finance committee, United States 
Steel Corp.; accompanied by: John 8S. Tennant, general counsel, 
United States Steel, and Mark Fisher, assistant comptroller, 
Nee i cubinndime br eenensaaGlas 
JUNE 24, 1947 

Statements: 

Whitehouse, Al, director, industrial union department, AFL-CIO; 
accompanied by: Leonard Lesser, legal counsel, social security 
department of United Automobile Workers of America; Jack Bar- 
bash, research director of the industrial union department, AFL— 
CIO; and Walter P. Reuther, president, industrial union department, 
AFL-CIO, and president, United Automobile, Aircraft and Agri- 
cultural Implement Workers of America, as presented by Al White- 


poration of Chicago, Ill., and member of the labor relations com- 

mittee of the Illinois State Chamber of Commerce: accompanied by: 

John F. Thorp, manager, labor relations department, Illinois State 

Cer OF CRIN igi U osciein tie dn becuse cli uauss 

JUNE 25, 1957 

Statements: 

Fonda, George T., chairman, employee health and benefits committee, 

National Association of Manufacturers, and vice president, Weirton 

Steel Co., Weirton, W. Va.; accompanied by: Robert S. Lane, of 

the Socony Mobiloil Company of New York, member of the em- 

loyee health and benefits committee, National Association of 

Manufacturers; and Donald J. Eick, committee executive of the 

National Association of Manufacturers staff__...........--.-.---- 

— Robert R., national chairman, Americans for Democratic 

ction 


JUNE 28, 1957 
Statements: 

Mayer, Arnold, Washington staff and public relations director, 
Amalgamated Meat Cutters and Butcher Workmen of North 
ee na 6. SSO Eh ee Bo edn Gai deoccuee 

Harris, Seymour, chairman of economics department, Harvard 
IN oe wks scicdiniocs Letideg bus aplewdi~, db acatedictiuc 

Howell, Paul L., Graduate School of Business Administration, Colum- 
bia and New York Universities, research director, pension fund 
survey of 20th Century Fund 


Juuy 1, 1957 


meen of Bernard D. Meltzer, professor, University of Chicago Law 
chool 


299 


396 


405 


407 


427 


439 








WELFARE AND PENSION PLANS LEGISLATION 





MONDAY, MAY 27, 1957 


Untrep Srates SENATE, 
SUBCOMMITTEE ON WELFARE AND 
Pension PLANs LEGISLATION OF THE 
Com™MiITTreEE ON Lapor AND Pusiic WELFARE, 
Washington, D.C. 

The subcommittee met, pursuant to notice, at 10 a. m., in room P-63, 
the Capitol, Senator John F. Kennedy, chairman of the subcommittee, 
presiding. 

Present: Senators Kennedy (presiding), Murray, Ives, Purtell, 
and Allott. 

Also present: Senator Douglas. 

Committee staff members present: Stewart E. McClure, chief clerk; 
Roy E. James, assistant chief clerk; John S. Forsythe, general coun- 
sel: Michael J. Bernstein, professional staff member; Paul J. Cotter, 
special counsel to Subcommittee on Welfare and Pension Plans 
Legislation. 

Senator Kennepy. The subcommittee will come to order. The 
hearing today is convened for the purpose of taking testimony on 
proposed legislation in the field of private employee welfare and pen- 
sion plans. 

At the present time, an estimated 75 million workers and dependents 
rely in some manner on the benefits of these group plans to meet the 
contingencies of sickness, old age, accident, and death. The yearly 
contributions to these plans by employees and management are some- 
where in the neighborhood of $7 billion, and the reserves being held 
in such plans for future use of the employees and their beneficiaries, 
by best estimates, are far in excess of $25 billion. The growth of 
these plans has been phenomenal. They constitute an important un- 
derpinning of our economic system and are a credit to both manage- 
ment and labor ina free-enterprise system. 

However, this vast institution, which has grown to such propor- 
tions in the past decade and a half without adequate legislation at 
either the State or Federal level, and which involves the use of such 
large amounts of tax-exempt funds, places a grave responsibility upon 
the Government to safeguard the equities of the beneficiaries and to 
protect the public interest. 

Because of the lack of standards and the inadequacy of present laws, 
it is not surprising that, while the great majority of these plans are 
honestly administered, serious abuses and unsound practices have come 
and are coming daily to light, which reflect that the rights of many 
beneficiaries of these plans are being jeopardized or ignored and that 
the interests of the Government and the public are being adversely 
affected. 

1 








2 WELFARE AND PENSION PLANS LEGISLATION 


A previous subcommittee of the Committee on Labor and Public 
Welfare, under the able chairmanship of, first, Senator Ives, of New 
York, and then Senator Douglas, of Illinois, conducted studies, in- 
vestigations, and hearings into the various aspects of this highly 
complicated field. The reports of this subcommittee are most en- 
lightening and helpful. 

Senators Douglas and Ives have introduced bills which would re- 
quire that the financial operations of these plans be disclosed, under 
Government supervision, to the beneficiaries and to the public. 

Senator Allott, who was a member of the previous subcommittee 
which conducted the study into welfare and pension plans and who 
is a member of the present special subcommittee, has introduced a bill 
proposing similar disclosure of a more restricted group of plans, as 
has Senator Goldwater. These bills are, respectively, S. 1122, S. 1145, 
S. 2137, S. 1813, and S. 2175. 

I understand that Senator Ives and Senator Allott wish to make 
statements this morning in connection with this subject matter. Sen- 
ator Douglas, who is no longer a member of the Senate Committee on 
Labor and Public Welfare, has been good enough to appear before 
us this morning to review the findings of the special Welfare and 
Pension Funds Subcommittee which he headed, and to comment upon 
legislation in this field. It is understood that Senator Goldwater will 
appear later. 

his morning we are also to hear testimony from Secretary of 
Labor Mitchell as to the Labor Department’s position with respect 
to the proposed legislation. 

This subcommittee is fully cognizant of the deep interest of labor 
and management in any proposed legislation in this field, as well as 
that of the insurance and banking industries and related professions. 
An attempt will be made at future hearings to give representatives 
of these various groups a fair opportunity to be heard. 

It is the chairman’s opinion that the results of the various investi- 
gations that have been made into this field, and of the investigation 
now being carried out by the McClellan committee, indicate the in- 
evitability and desirability of some kind of Federal legislation in this 
important field. It is our function now to determine what form 
that legislation should take. 

(The bills referred to and departmental reports thereon follow :) 


{S. 1122, 85th Cong., 1st sess.] 


A BILL To provide for registration, reporting, and disclosure of employee welfare and 
pension benefit plans 


Be it enacted by the Senate and House of Representatives of the United States 
of America in Congress assembled, That this Act be cited as the “Welfare and 
Pension Plans Disclosure Act.” 


DECLARATION OF POLICY 


Seo. 2. (a) The Congress finds that the growth in size, scope, and numbers of 
employee welfare and pension benefit plans in recent years has been rapid and 
substantial; that the continued well-being and security of millions of laboring 
people and their dependents are directly affected by these plans; that they have 
become an important factor affecting the stability of employment and the success- 
ful development of industrial relations; that a great percentage of the costs of 
and contributions to these programs are from Federal taxation; that such plans 
often cover employees in more than one State; that they are affected with a 
national public interest ; that owing to the lack of public and employee informa- 
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tion concerning their operation gross abuses and opportunities for abuses have 
developed in the management and operation of some of these planus to the detri- 
ment of the beneficiaries, and without uniform minimum Federal protections 
may gravely threaten the soundness and stability of these plans, undermine pub- 
lic confidence in them, and endanger responsible management-labor relations; 
and that it is therefore essential for the protection of the interests of the bene- 
ficiaries, for the protection of the revenue of the United States, and to provide 
for the general welfare and the free flow of commerce, that full disclosure be 
made of the financial details of the operation and administration of such plans. 

(b) It is hereby declared to be the intent and policy of this Act to protect the 
interests of beneficiaries of employee welfare and pension benefit plans as well 
as the interests of employers in such plans, to conserve the moneys involved in 
such plans so as to assure that they are utilized for their intended purposes, and 
to provide adequate safeguarding thereof, by requiring the registration and 
reporting to the Federal Government of financial information with respect 
thereto, and disclosure of such information to the beneficiaries thereof and other 
interested parties. 

DEFINITIONS 


Sec. 3. (a) When used in this Aet— 

(1) The term “employee welfare benefit plan” means any plan, fund, or pro- 
gram heretofore or hereafter established by employers or employee organizations, 
or by both, for the purpose of providing for its beneficiaries, through the purchase 
of insurance or otherwise, medical, surgical, or hospital care or benefits in the 
event of sickness, accident, disability, or death; or benefits in the event of un- 
employment. 

(2) The term “employee pension benefit plan” means any plan, fund, or pro- 
gram heretofore or hereafter established by employers or employee organizations, 
or by both, for the purpose of providing for its beneficiaries, by the purchase of 
insurance or annuity contracts or otherwise, retirement benefits, and includes 
the retirement portions or provisions of any profit sharing plan established by 
employers or employee organizations, or by both, which includes retirement 
income provisions. 

(3) The term “employee organization” means any labor union or any organi- 
zation of any kind, or any agency or employee representation committee, asso- 
ciation, group, or plan, in which employees participate and which exists for 
the purpose, in whole or in part, of dealing with employers concerning labor 
disputes, wages, rates of pay, hours of employment, grievances, an employee 
welfare or pension benefit plan, or other matters incidental to employment rela- 
tionships. 

(4) The term “employer” includes any person acting directly as an employer 
or indirectly in the interest of an employer in relation to an employee, or a 
group or association of employers. 

(5) The term “employee” means any individual employed by an employer. 

(6) The term “beneficiary” means any employee of an employer or any mem- 
ber of an employee organization who is eligible to receive a benefit of any type 
from an employee welfare or pension benefit plan, or whose dependents or the 
members of whose family may be eligible to receive any such benefit. 

(7) The term “person” means an individual, partnership, corporation, asso- 
ciation, or employee organization. 

(8) The term “agency” means the Securities and Exchange Commission. 

(b) Employee welfare or pension benefit plans shall be considered to be 
“related plans” for the purposes of this Act if they have common officers or 
administrators, cover employees of the same employer, or are otherwise estab- 
lished, operated, or administered on a common basis. 


EXEMPTIONS 


Sec. 4. This Act shall not apply to an employee welfare or pension benefit 
plan if— 

(1) the number of employees covered by such plan, including employees 
covered by any related plan, is less than 25; 

(2) such plan was established and is administered by the Federal Gov- 
ernment or by the government of a State, Territory, possession, or of the 
District of Columbia, by a political subdivision of a State, Territory, or 
possession, or by an agency or instrumentality of any of the foregoing; 

(3) such plan was established and is maintained for the purpose of com- 
plying with applicable workmen’s compensation laws ; or 
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(4) such plan is administered as a corollary to membership in a fraternal 
benefit society exempt from taxation under section 501 (c) (8) of the In- 
ternal Revenue Code of 1954, or by an organization exempt from taxation 
by section 501 (c) (3) of the Internal Revenue Code of 1954. 


REGISTRATION 


Sec. 5. (a) The person or persons charged with or having responsibility .ur 
the overall management of any employee welfare or pension benefit plan shall 
register such plan with the agency in accordance with this section. Employee 
welfare or pension benefit plans established prior to the effective date of this 
Act shall be registered within ninety days after such date, and such plans 
established subsequent to the effective date of this Act shall be registered within 
ninety days after their establishment. 

(b) The registration of an employee welfare or pension benefit plan shall 
be in the form prescribed by the agency and shall include the names and 
addresses of the person or persons charged with or having responsibility for the 
overall management of the plan and the official position of such person or per- 
sons as employer, employee, or union representatives; the number of persons 
covered or expected to be covered by the plan; the type of the plan: whether 
the plan was established through collective bargaining procedures; copies of the 
plan or the bargaining agreement, trust agreement, contract, or other instru- 
ment, if any, under which the plan was established and is operated; the source 
of the financing of the plan and the identity of any organization through which 
benefits are provided ; and whether the records of the plan are kept on a calendar 
year basis, or on a policy or other fiscal year basis, and if on the latter basis, 
the date of the end of such policy or fiscal year. 


REPORTING 


Sec. 6. (a) The person or persons who are charged with or have responsibility 
for the overall management of any employee welfare or pension benefit plan 
which, alone or together with any related plan or plans, covers one hundred 
or more employees, shail file with the agency an annual report with respect 
to such plans. Such report shall be filed within one hundred and twenty days 
after the end of the calendar year, or (if its records are kept on a policy or 
other fiscal year basis) within one hundred and twenty days after the end of 
such policy or fiscal year, but not more than one year after the date of its 
registration under section 5, and annually thereafter. 

(b) The agency shall have discretion to require the person or persons who 
are charged with or have the overall management of any employee welfare or 
pension benefit plan which, alone or together with any related plans, covers at 
least twenty-five but less than one hundred employees to file with the agency 
reports on an annual basis or less frequently, and to make disclosure as pro- 
vided in section 7, when, in the opinion of the agency, such action is necessary 
to accomplish the objectives of this Act. 

(c) A report under this section shall be in such form as the agency shall 
prescribe, and each such report shall include the following, together with such 
supporting information as the agency shall determine to be necessary in the 
public interest and to carry out the objectives of this Act: 

(1) The name, address, and description of the plan or program, including 
the type of plan and the type of administration; the schedule of benefits ; copies 
of any substantial changes in the plan or the bargaining agreement, trust agree- 
ment, contract, or other instrument under. which the plan was established and 
is operated, which have been made since the previous filing; names, titles, and 
addresses of any trustee or trustees and of any person or persons charged with 
or having responsibility for the overall management of the plan, and their 
official positions as employer, employee, or union representative; and the names 
and addresses of all employers having, and all employee organizations repre- 
senting, employees covered by the plan. 

(2): The amount contributed by the employer or employers, the amount con- 
tributed by the employees, the amount of benefits paid, the number of employees 
covered, and a detailed statement of the financial position, receipts, expenses, 
benefits, and reserves of the plam or fund, the salaries and fees: paid by or 
charged to the plan or fund, to whom paid, in what amount, and for what pur- 
poses. The information required by this paragraph shall be certified to. by an 
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jndependent public accountant, based upon a comprehensive audit made on behalf 
of the beneficiaries and conducted in accordance with accepted standards of 
auditing, but nothing herein shall be construed to require an audit of the books 
or records of any bank, insurance company, or other institutions if such books 
or records are regularly examined by any agency of the Federal Government or 
the Government of any State. 

(a) If some or all of the benefits under the plan are provided by an insurance 
earrier or service or other organization such report shall include with respect 
to such plan (in addition to the information required by subsection (¢)) the 
following: 

(1) The premium rate or subscription charge and the total premium or 
subscription charges paid to each such carrier or organization and the num- 
ber of persons covered by each class of such benefits, 

(2) The total claims incurred and the total claims paid by such carrier 
or other organization; dividends, commissions, and administrative, service, 
or other fees, paid by such carrier or other organization; amounts retained 
in any manner by such carrier or other organization; the names and ad- 
dresses of the brokers, agents or other persons to whom commissions or fees 
were paid, the amount paid to each, and the services rendered for this 
compensation: Provided, That if any such carrier or other organization 
does not maintain individual accounts covering the specific groups or pro- 
grams it serves, the report shall include in lieu thereof (A) a statement as to 
the basis of its premium rate or subscription charge and a copy of the finan- 
cial report of the carrier or other organization and (B), if such carrier or 
organization incurs specific costs in connection with the acquistion or reten- 
tion of any particular plan or plans, a detailed statement of such costs. 

Such insurance carrier or organization shall certify to the person or persons 
eharged with or having responsibility for the overall management of the plan, 
within 90 days after the end of each policy year, the information necessary to 
enable such person or persons to colply with the requirements of this subsection 
and subsection (f) (2). 

(e) Details relative to the manner in which reserves of welfare benefit plans 
are held or invested shall be reported as provided under paragraphs (B), (C), 
and (D) of subsection (f) (1). 

(f) Reports on employee pension benefit plans shall include, in addition to 
the applicable information required by the foregoing provisions of this section, 
the foHéwing: 

(1) If the plan is funded through the medium of a trust, the report shall 
incInde 

(A) the type and basis of funding, current and past service liabilities, 
actuarial assumptions, and the number of employees, both retired and non- 
retired, covered by the plan; 

(B) a summary statement of reserves and investments broken down by 
types of investment, such as common stock, preferred stock, and Government 
securities, giving the aggregate. cost of each type of security or property 
or the present value, whichever is lower, as well as the percentage of the 
total fund represented by each type of security or property ; 

(C). a detailed list, including information as to cost, present value, and 
percentage of the total fund, of all investments in securities or properties 
of al! parties in interest ; 

(D) a detailed list, including information as to cost, present value, and 
percentage of the total fund, of all investments in a security or property 

(other than obligations the interest or principal of which is guaranteed by 
the United States), if the cost or present value thereof, whichever is lower, 
exceeds 5 per centum of the fund, or 10 per ecentum of the current value of 
the outstanding securities or obligations of any one issue. 

(2) Ifthe plan is funded through the medium of ‘a contract with an insurance 
carrier, the report shall include— 

(A) the type and basis of funding, current and past service liabilities, 
actuarial assumptions, and the number of employees, both retired and non- 
retired, covered by the contract; and 

(B) the amount of all reserves accumulated under the plan. 

(3) If the plan is unfunded, the report shall include the total benefits paid 
to retired employees for the past five years, broken down by year; the number 
of employees, both retired and nonretired, covered by the plan; any actuarial 
assumptions or evaluations made during the last five-year period; a statement or 








6 WELFARE AND PENSION PLANS LEGISLATION 


estimate of the liabilities of the plan; and a financial statement of the person or 
persons charged with or having the overall responsibility for the establishment 
and operation of the plan. 

DISCLOSURE 


Sec. 7. (a) Disclosure of information contained in the annual report on an 
employee welfare or pension benefit plan shall be made to the beneficiaries of 
the plan and other interested parties by making copies available for examination 
at the principal offices of the plan, and by making copies available for examination 
in the public documents room of the agency, and by providing the beneficiaries 
by personal delivery or by mail with information from the report in as brief 
summary form as the agency shall prescribe to carry out the intent of this Act. 

(b) The agency shall have authority to cause further distribution of annual 
reports or summaries thereof to any other Federal or State agencies. 


ADVISORY COUNCIL 


Sec. 8. (a) There is hereby established an Advisory Council on Employee Wel- 
fare and Pension Benefit Plans (hereinafter referred to as the “Council”) which 
shall consist of 13 members to be appointed in the following manner: 

(1) One representative of the insurance industry, one representative of the 
banking industry, two representatives of management, and three representatives 
of labor, all appointed by the agency upon recommendations from organizations 
in the respective groups. 

(2) Three representatives of the general public, appointed by the President 
of the United States. 

(3) The Secretaries of the Department of Labor and the Department of Health, 
Education, and Welfare, and the Commissioner of Internal Revenue who shall 
serve as ex officio members of the Council. 

(b) It shail be the duty of the Council to advise the agency with respect to 
the carrying out of its functions under this Act, to review the administration 
of this Act and regulations thereunder, and to make such reports and recom- 
mendations with respect thereto as it deems necessary in the public interest. 
The Council shall meet at least twice each year and at such other times as it 
deems necessary or the agency requests. 

(c) The Advisory Council may call upon the agency for secretarial, clerical, 
and other such services as are deemed necessary to the conduct of its business. 
It may call upon other agencies of the Government for statistical data, reports 
and other information which will assist it in the performance of its duties. 

(d) Appointed members of the Council shall be paid compensation at the 
rate of $50 per diem when engaged in the work of the Council, and shall be 
reimbursed for all necessary travel and other expenses incurred while so engaged. 


POWERS OF THE AGENCY 


Sec. 9. (a) The agency is authorized to prescribe such regulations as may be 
necessary to carry out the provisions of this Act. 

(b) The agency is authorized to utilize any information submitted under the 
provisions of this Act for statistical and research purposes and to compile such 
studies, analyses, reports, and surveys as it deems appropriate. 

(c) The agency is authorized to make such expenditures and, subject to the 
civil service laws and the Classification Act of 1949, as amended, to- appoint 
and fix the compensation of such personnel, including attorneys, as may be 
necessary to perform the functions imposed upon it by this Act. 


INVESTIGATIONS ; INJUNCTIONS AND PROSECUTION OF OFFENSES 


Sec. 10. (a) The agency may, in its discretion, make such investigations as 
it deems necessary to determine whether any person has violated or is about 
to violate any provision of this Act or any rule or regulation thereunder, and may 
require or permit any person to file with it a statement in writing, under oath 
or otherwise as the agency shall determine, as to all the facts and circumstances 
concerning the mater to be investigated. The agency is authorized, in its 
discretion, to publish information concerning any such violations, and to investi- 
gate any facts, conditions, practices, or matters which it may deem necessary 
or proper to aid in the enforcement of the provisions of this Act, in the pre- 
scribing of rules and regulations thereunder, or in securing information to serve 
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as a basis for recommending further legislation concerning the matters to which 
this Act relates, 

(b) For the purpose of any such investigation, any member of the agency 
or any officer designated by it is empowered to administer oaths and affirma- 
tions, subpena witnesses, compel their attendance, take evidence, and require 
the production of any books, papers, correspondence, memorandums, or other 
records which the agency deems relevant or material to the inquiry. Such 
attendance of witnesses and the production of any such records may be required 
from any place in the United States or any State at any designated place of 
hearing. 

(c) In case of contumacy by, or refusal to obey a subpena issued to, any 
person, the agency may invoke the aid of any court of the United States within 
the jurisdiction of which such investigation or proceeding is carried on, or 
where such person resides or carries on business, in requiring the attendance and 
testimony of witnesses and the production of books, papers, correspondence, 
memoranda, and other records. And such court may issue an order requiring 
such person to appear before the agency or member or officer designated by the 
agency, there to produce records, if so ordered, or to give testimony touching 
the matter under investigation or in question; and any failure to obey such order 
of the court may be punished by such court as a contempt thereof. All process 
in any such case may be served in the judicial district whereof such person is 
an inhabitant or wherever he may be found. Any person who shall, without 
just cause, fail or refuse to attend and testify or to answer any lawful inquiry 
or to produce books, papers, correspondence, memoranda, and other records, if 
in his power so to do, in obedience to the subpena of the agency, shall be 
guilty of a misdemeanor and, upon conviction, shall be subject to a fine of 
not more than $1,000 or to imprisonment for a term of not more than 1 year, 
or both. 

(d) No person shall be excused from attending and testifying or from pro- 
ducing books, papers, contracts, agreements, and other records and documents 
before the agency, or in obedience to the subpena of the agency or any member 
thereof or any officer designated by it, or in any cause or proceeding instituted 
by the agency, on the ground that the testimony or evidence, documentary or 
otherwise, required of him may tend to incriminate him or subject him to a 
penalty or forfeiture; but no individual shall be prosecuted or subject to any 
penalty or forfeiture for or on account of any transaction, matter, or thing 
concerning which he is compelled, after having claimed his privilege against 
self-incrimination, to testify or produce evidence, documentary or otherwise, 
except that such individual so testifying shall not be exempt from prosecution 
and punishment for perjury committed in so testifying. 

(e) Whenever it shall appear to the agency that any person is engaged or 
about to engage in any acts or practices which constitute or will constitute a 
violation of the provisions of this Act, or of any rule or regulation thereunder, 
it may in its discretion bring an action in the proper district court of the United 
States, the United States District Court for the District of Columbia, or the 
United States courts of any Territory or other place subject to the jurisdiction 
of the United States, to enjoin such acts or practices, and upon a proper show- 
ing a permanent or temporary injunction or restraining order shall be granted 
without bond. The agency may transmit such evidence as may be available 
concerning such acts or practices to the Attorney General, who may, in his 
discretion, institute the necessary criminal proceedings under this Act. 

(f) Upon application of the agency, the district courts of the United States, 
the United States District Court for the District of Columbia, and the United 
States courts of any Territory or other place subject to the jurisdiction of the 
United States, shall also have jurisdiction to issue writs of mandamus com- 
manding any person to comply with the provisions of this Act or any order of 
the agency made in pursuance thereof. 


PENALTIES 


Sec. 11. (a) Any person who willfully violates or fails to comply wit) any 
provision of this Act or the rules or regulations promulgated thereunder shall 
be fined not more than $5,000, or imprisoned not more than five years, or both. 

(b) Any person who makes a false statement or representation of a material 
fact, knowing it to be false, or who knowingly fails to disclose a material fact, 
in any registration, report, certification, or other document required under the 
provisions of this Act or the rules or regulations promulgated thereunder, shall 
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be fined not more than $5,000, or imprisoned not more than five years, or both. 

(c) Any person who embezzles, steals, or unlawfully and willfully abstracts 
or converts to his own use or to the use of another, any of the moneys, funds, 
securities, premiums, credits, property, or other assets of any employee welfare 
or pension benefit plan, or of any fund connected therewith, shall upon convic- 
tion thereof be fined not more than $10,000, or imprisoned not more than five 
years, or both. 

TERMINAL DATE 


Sec. 12. This Act shall be effective for a period of three calendar years from 
its effective date. On or before January 1 of each year, the agency shall make 
a complete and comprehensive report to the Congress of its operations under 
this Act. The report filed on or before January 1, 1959, shall include the rec- 
ommendations of the agency as to the continuance, simplification, or modifica- 
tion of this Act. 

COOPERATION 


Sec. 13. The heads of other Federal departments and agencies shall cooperate 
with the agency in furnishing information, data, reports, and such other mate- 
rial as may be necessary to the effective administration and enforcement of 
this Act. The agency shall cooperate and consult with the Secretary of the 
Treasury, the Secretary of Labor, and the Secretary of Health, Education, and 
Welfare regarding the administration of this Act, and with the consent of the 
respective heads of such departments may utilize the facilities of the Depart- 
ment of the Treasury, the Department of Labor, and the Department of Health, 
Education, and Welfare for such research and other purposes as the agency 
deems apropriate. The agency shall consult and cooperate with any State 
agencies having responsibility for the administration of State laws requiring dis- 
closure of information concerning employee welfare and pension benefit plans 
with a view to developing means of facilitating compliance with such laws and 
with this Act and minimizing unnecessary duplication in such compliance. 


EFFECT OF OTHER LAWS 


Seo. 14. The provisions of this Act, except section 10 (d), and any action 
taken thereunder shall not be held to exempt or relieve any person from any 
liability, duty, penalty, or punishment provided by any present or future law 
of the United States or of any State or Territory affecting the operation or 
administration of employee welfare or pension benefit plans, or in any manner 
to authorize the operation or administration of any such plan contrary to any 
such law. 

SEPARABILITY OF PROVISIONS 


Sec. 15. If any provision of this Act or the application of such provision to 
any person or circumstance is held invalid, the remainder of this Act and the 
application of such provision to other persons or circumstances shall not be 
affected. 


[S. 1145, 85th Cong., Ist sess.] 
A BILL To provide for the registration and reporting of welfare and benefit plans 


Be it enacted by the Senate and House of Representatives of the United States 
of America in Congress assembled, That this Act may be cited as the “Welfare 
and Benefit Plans Registration Act of 1957.” 


FINDINGS AND POLICY 


Sec. 2. (a) The Congress finds that in recent years there has been a phe- 
nomenal increase in the number of welfare and benefit plans for the wage earners 
of the United States, with a corresponding increase in the amount of money con- 
tributed to, involved in, and disbursed by such welfare and benefit plans; that 
these plans have served greatly to advance the health and well-being of millions 
of wage earners and their families; that these plans have become an important 
factor in present day industrial relations and it is essential that their integrity 
be maintained: that much of the money involved in such plans is exempted by 
law from taxation by the United States, and that it is essential for the protection 
both of the revenue of the United States and of the interests of the beneficiaries 
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that full disclosure be made of the financial details of the operation and admin- 
istration of such plans. 

(b) It is hereby declared to be the policy of this Act to afford protection to 
the revenue of the United States and to the beneficiaries of the welfare and 
benefit plans above referred to, and to promote the general welfare, by requiring 
the registration of welfare and benefit plans and the reporting of appropriate 
information respecting their receipts, disbursements, assets, liabilities, and 
financial activities. 

DEFINITIONS 


Sec. 3. When used in this Act 

(a) The term “welfare or benefit plan” means any plan, fund, or program 
established by employers or employee organizations, or by both, for the purpose 
of paying or providing, for the benefit of beneficiaries, for medical or hospital 
care, pensions or annuities on retirement or death of beneficiaries, compensation 
for injuries or illness, or insurance to provide any of the foregoing, or life insur- 
ance, disability and sickness insurance, or accident insurance; but shall not in- 
clude any plan, fund, or program established by statute to provide benefits 
prescribed by such statute. 

(b) The term “employee organization” means any Jabor union or any or- 
ganization of any kind, or any agency or employee representation committee, 
association, group or plan, in which employees participate and which exists for 
the purpose, in whole or in part, of dealing with employers concerning grievances, 
labor disputes, wages, rates of pay. hours of employment, conditions of work, or 
other matters incidental to employment relationships. 

(c) The term “employer” includes any person acting directly or indirectly in 
the interest of an employer in relation to an employee, or a group or association 
of employers, but shall not include a foreign government or the Government of 
the United States or of any State, Territory, or possession, or political sub- 
division thereof, or the District of Columbia, or any governmental instrumentality 
of such a government. 

(d) The term “employee’ means any individual employed by an employer. 

(e) The term “beneficiary” means any employee of an employer or any mem- 
ber of an employee organization who is eligible to receive a benefit of any type 
from a welfare or benefit plan, or whose dependents or the members of whose 
family nay be eligible to receive any such benefit. 

(f) The term “person” means an individual, partnership, corporation, associa- 
tion or employee organization. 

(¢) The term “Secretary” means the Secretary of Labor. 


REGISTRATION 


Src. 4. The person or persons responsible for the control, disposition, or man- 
agement, either directly or through an agent or trustees designated solely by 
such person or persons, of the money received by or contributed to any welfare 
or benetit plan for which— 

(1) any exemption from taxation is claimed under the Internal Revenue 
Code by reason of the nature or activities of such plan; or 
(2) any Claim is made that money involved in such plan constitutes an 
allowable deduction in computing taxable income under the Internal Revenue 
Code; or 
(3) contributions are received from any person who claims all or part 
of such contributions as an allowable deduction under the Internal Revenue 
Code in computing taxable income; 
shall register such welfare or benefit plan with the Secretary and shall file a 
report with the Secretary within three months after the close of the fiscal year 
of such plan, and shall thereafter file with the Secretary an annual report. 
Every registration and all reports of every such plan shall be in such form as 
the Secretary may, by regulations, prescribe. Every report shall be sworn to by 
a person responsible for the registration of such plan, and shall include such in- 
formation or documents relating to the receipts, disbursements, assets, liabilities, 
and financial activities of the plar as the Secretary may, by regulations, pre- 
scribe. 
GOVERNMENT AGENCY COOPERATION 

Sec. 5. (a) The Secretary is authorized to request from any department 

agency, or independent instrumentality of the Government any information le 
93947—57——_2 
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deems necessary to carry out his functions under this Act; and each department, 
agency, and instrumentality is directed to cooperate with the Secretary and, to 
the extent permitted by law, to furnish such information to the Secretary upon 
his request. 

(b) The Secretary shall consult with the Secretary of the Treasury and the 
Secretary of Health, Education, and Welfare regarding the administration of 
this Act by the Secretary, and the Secretary may utilize the facilities of the De- 
partment of the Treasury and the Department of Health, Education, and Welfare 
for such research and other purposes as the Secretary may deem appropriate. 
Any such utilization of any such facilities shall be pursuant to proper agree- 
ment, and payment to cover the cost thereof shall be made either in advance or 
by way of reimbursement as may be provided in such agreement. 


ACCESS TO INFORMATION FILED WITH THE SECRETARY 


Sec. 6. (a) The Secretary may provide that portions of the reports of welfare 
or benefit plans, in such form as the Secretary may prescribe by regulations, 
shall be mailed by the person or persons responsible for the registration of such 
plan to each beneficiary. 

(b) When, in the judgment of the Secretary, the disclosure of any informa- 
tion contained in the reports or other documents filed by welfare or benefit plans 
pursuant to this Act would be in the public interest or in the interest of the ben- 
eficiaries, such information as the Secretary deems appropriate to disclose may 
be made available to the public under such regulations as the Secretary may 
prescribe. 

(c) The Secretary may by regulations require the person or persons respon- 
sible for the registration of any welfare or benefit plan to file a copy of any re- 
port required by this Act, or any portions thereof, with such State agency as 
the Secretary may designate. 

(ad) The Secretary shall by regulations provide for the making available of 
information furnished to him by welfare and benefit plans pursuant to this Act 
to other departments and agencies of the Government to assist in the perform- 
ance of the statutory functions of such departments and agencies. 


POWERS OF THE SECRETARY 


Sec. 7. (a) The Secretary is authorized to make such rules and regulations 
as may be necessary to carry out the provisions of this Act. 

(b) The Secretary may by regulations provide for the exemption from any 
provision of this Act of any class or type of welfare or benefit plans if the Sec- 
retary finds that the application of such provision to such plans is not required 
in order to effectuate the purposes of this Act. 

(c) The Secretary is authorized to utilize any information submitted under 
this Act for statistical and research purposes and to compile and publish such 
studies, analyses, reports, and surveys as he may deem appropriate. 

(d) The Secretary is authorized to make such expenditures and, subject to the 
civil-service laws and the Classification Act of 1949, as amended, to appoint and 
fix the compensation of such personnel, including attorneys, as may be necessary 
to perform the functions imposed upon the Secretary by this Act. Attorneys ap- 
pointed under this section may appear for and represent the Secretary in any 
litigation, but such litigation shall be subject to the direction and control of the 
Attorney General. 

REPORTS TO THE CONGRESS 


Sec. 8. The Secretary shall submit annually a report to the Congress including 
such information and data, and such recommendations for further legislation 
in connection with the matters covered by this Act, as the Secretary may find 
desirable. 

ENFORCEMENT 


Sec. 9. (a) Any person who willfully violates or fails to comply with any 
provision of this Act or the rules and regulations thereunder shall be fined not 
more than $5,000 or imprisoned not more than one year, or both. 

(b) The district courts of the United States, and the United States courts of 
any Territory or other place subject to the jurisdiction of the United States, 
shall have jurisdiction, for cause shown, to restrain violations of, to enforce any 
duty created by, or to compel disclosure of any information required to be sub- 
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mitted to the Secretary in accordance with, this Act or the rules and regulations 
thereunder. All actions under this subsection shall be brought on behalf of the 
Secretary. 

EFFECT OF OTHER LAWS 


Sec. 10. Neither the provisions of this Act nor any action taken thereunder 
shall be held to exempt or relieve any person from any liability, duty, penalty, or 
punishment provided by any law of the United States or of any State or Territory 
relating to the operation or administration of welfare or benefit plans, or in any 
manner to authorize the operation or administration of such a plan contrary to 
any such law. 

SEPARABILITY OF PROVISIONS 


Seo. 11. If any provision of this Act or the application of such provision to any 
person or circumstance is held invalid, the remainder of this Act and the appli- 
eation of such provision to other persons or circumstances shall not be affected. 





LS. 1813, 85th Cong., Ist sess. ] 
A BILL To amend the National Labor Relations Act, providing trustees for welfare funds 
for workers 

Be it enacted by the Senate and House of Representatives of the United States 
of America in Congress assembled, That section 302 of title III of the Labor 
Management Relations Act, 1947, is amended to read as follows: 

“Sec. 302. (a) It shall be unlawful for any employer to pay or deliver, or to 
agree to pay or deliver, any money or other thing of value to any representative 
of any of his employees who are employed in an industry affecting commerce 
or to any fund or trust or any corporation, association, partnership, or labor 
organization of which any such representative is an officer, director, trustee, or, 
either directly or indirectly, an administrator. 

“(b) It shall be unlawful for any representative of any employees who are 
employed in an industry affecting commerce to receive or accept, or to agree to 
receive or accept, from the employer of any such employees any money or other 
thing of value, or to cause or permit any fund or trust or any corporation, associ- 
ation, partnership, or labor organization of which such representative is an 
officer, director, trustee, or, either directly or indirectly, an administrator, to do 
any of the foregoing. 

“(c) The provisions of this section shall not be applicable (1) with respect 
to any money or other thing of value payable by an employer to any representative 
who is an employee or former employee of such employer, as compensation for, 
or by reason of, his services as an employee of such employer; (2) with respect 
to the payment or delivery of any money or other thing of value in satisfaction 
of a judgment of any court or a decision or award of an arbitrator or impartial 
chairman or in compromise, adjustment, settlement, or release of any claim, 
complaint, grievance, or dispute in the absence of fraud or duress; (3) with 
respect to the sale or purchase of an article or commodity at the prevailing market 
price in the regular course of business; (4) with respect to money deducted from 
the wages of employees in payment of membership dues in a labor organization: 
Provided, That the employer has received from each employee, on whose account 
such deductions are made, a written assignment which shall not be irrevocable 
for a period of more than one year, or beyond the termination date of the appli- 
cable collective agreement, whichever occurs sooner; or (5) with respect to 
money or other thing of value paid to a trust fund established by such repre- 
sentative, for the sole and exclusive benefit of the employees of such employer, 
and their families and dependents (or of such employees, families, and depend- 
ents, jointly with the employees of other employers making similar payments, 
and their families and dependents): Provided, That (A) such payments are 
held in trust for the purpose of paying, either from principal or income or both, 
for the benefit of employees, their families and dependents, for medical or 
hospital care, pensions on retirement or death of employees, compensation for 
injuries or illness resulting from occupational activity or insurance to provide 
any of the foregoing, or unemployment benefits or life insurance, disability and 
sickness insurance, or accident insurance; (B) the detailed basis on which such 
payments are to be made is specified in a:written trust agreement with the 
employer, which agreement shall provide (i) for the appointment of trustees 
to administer the fund, such trustees to be designated equally by the employees 
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and the employers, and in addition a trustee, representing neither the employees 
nor the employer or employers, to be appointed by the senior district judge of 
the district court of the United States in the district in which the fund has 
its principal office; (ii) that in the event of any dispute arising in regard 
to the administration of the fund the decision of the trustee so appointed by 
the senior district judge of the district court shall be controlling and final, 
but any trustee designated by either the employees or the employers, or any 
other interested person, shall have a right to apply to the district court of 
the United States in the district in which the trust fund has its principal office, 
for an order setting aside the decision of the trustee appointed by said district 
court, and for such other relief as may be appropriate under the circumstances: 
(iii) for payment or enjoyment of benefits by all persons on whose behaif 
contributions to the fund are made without discrimination on account of mem- 
bership, length of membership, or nonmembership in any labor organization; 
(C) a copy of such written trust agreement and any amendments tl 
subscribed under oath, shall be filed by the trustees with the Securities and 
Exchange Commission and at the principal office of the trust within thirty days 
from the execution of said agreement or amendments thereof: (D) such 
ments as are intended to be used for the purpose of providing pe! 
annuities for employees are made to a separate trust which provides 
funds held therein cannot be used for any purpose other than paying such 
pensions or annuities; (f) the trustees of a fund described in subparagraph 
(ec) (5) (A) shall cause an annual audit of such fund to be made by a certiiied 
public accountant covering the operations of the fund for the year preceding 
the anniversary date, a report of which audit, subscribed under oath, shall be 
filed with the Securities and Exchange Commission annually at such time and 
in such manner as the Securities and Exchange Commission may by } 
regulations prescribe, which report shall be a public document, open to publi 
inspection, and show (i) the name or names of labor organizations whose 
membership participate in said trust fund, and the name or nanies 
employers contributing to said trust fund and the amounts contributed } 
(ii) the name of the insurance carrier from whom the fund has purchass l 
has arranged to purchase the insurance, if any, and the name or names of ail 
persons, corporate or otherwise, receiving commissions or brokerage fees fron 
said insurance carrier on account of the purchase of such insurance; (iii) the 
names of ail persons, corporate or otherwise, receiving trust fund moueys in 
the form of commissions, brokerage, administration fees, salaries or berefits, 
under such trust fund; (iv) a statement.of the total premiums paid to any 
insurance carrier, and a statement of the total benefits paid to the persens 
entitled to participate in said fund; (v) the balance remaining in said fund at 
the end of the fiscal year; (vi) a detailed schedule showing the investments 
of the fund; (F) an extract of said report, in such form as the Securities and 
Exchange Commission shall prescribe by regulations must be mailed by the 
trustees to each person participating in or covered by the fund, no later than 
thirty days after the date said report:is required to be filed with the Securities 
and Exchange Commission; (G) the Securities and Exchange Commission shall 
have full power and authority at any time, either upon complaint or upon its 
own initiative, to investigate whether any person has failed to comply with 
any provision of this section or with any rule, regulation, or requirement 
issued or established pursuant thereto. In connection with any investigation 
conducted by the Securities and Exchange Commission pursuant to this section, 
and in connection with the enforcement of the provisions of this section, the 
Securities and Exchange Commission shall have and may utilize the powers 
conferred upon it by section 21 of the. Securities and Exchange Act of 1934, 
as amended (15 U. 8. C. 78u). 

“(d) No representative of the employees and no member of a labor organiza- 
tion, the members of which are beneficiaries of, nor any employer contributing to, 
a fund for the benefit of the employees, nor any employee of such employer, may 
borrow, either directly or indirectly, any moneys or property of the fund, and 
no trustee of the fund nor any employee engaged in the administration of the 
fund, shall loan any money or property of the fund to any of the persons described 
above; no representative of the employees and no member of a labor organization, 
the members of which are beneficiaries of the fund, nor any employer contributing 
to a fund for the benefit of the employees, nor any employee of such employer, 
shall participate, directly or indirectly, in any commissions paid for the purchase 
of insurance by or on behalf of the fund and none of the persons described above 
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shal! have any interest in, or serve as a director or officer of any insurance agency 
or broker through which such fund has placed or contracted to place insurance 
Provided, however, That a trustee or trustees of the fund may receive reasonable 
compensation for their services as such trustee or trustees and reimbursement 
for reasonable expenses incurred or paid in connection with the administration 
of the fund. 

“(e) Any person who willfully violates any of the provisions of this section 
shall, upon conviction thereof, be guilty of a misdemeanor and be subject to a fine 
of not more than $10,000 or to imprisonment for not more than one year, or both. 

“(f) The district courts of the United States and the United States courts of 
the Territories and possessions shall have jurisdiction, for cause shown, and 
subject to the provisions of section 65 of the Federal Rules of Civil Procedure 
to restrain violations of this section, without regard to the provisions of section 
17 of title 15 and section 52 of this title, and the provisions of sections 101-115 


of this title. 


“(g) This section shall not be construed to render unlawful or to abrogate any 
agreement which would otherwise be unlawful hereunder provided such agree- 
ment was lawful when made, but this section shall apply upon the expiration 
of any such agreement or to any renewal of such agreement, whichever first 
occurs: Provided further, That sections (c) (5), (C) through (G) inclusive, 
(ad), (e), and (f), shall apply to all such agreements whenever entered into. 

“(h) Nothing in this section shall be construed to nullify or impair the power 
of any State or Territory to regulate or restrict the creation or administration 
of or disbursement from the funds herein treated.” 


[S. 21387, 85th Cong., 1st sess.] 


A BILL To provide for registration, reporting, and disclosure of certain welfare, benefit, 
and pension plans 


Be it enacted by the Senate and House of Representatives of the United States 
of America in Congress assembled, That this Act may be cited as the “Welfare 
and Pension Act of 1957”. 

PURPOSE 


Seo. 1, That the present provisions of the Labor-Management Relations Act of 
1947 do not provide for the adequate regulation of welfare, benefit, and pension 
plans. 

Sec. 2. That investigation of present plans established in this area reveal 
maipractices in those plans established (under collective bargaining) on a 
“cents-per-hour”, percentage of payroll, or similar basis. 

Sec. 3. That these plans constitute an important factor in present-day indus- 
trial relations and that their integrity and proper administration is essential 
to the welfare of the people of these United States. 

Sec. 4. That it is essential in the interests of the employer, the beneficiary, 
and the general welfare as well as interstate commerce that registration, report- 
ing, and disclosure be made as hereafter set out. 

Sec. 5. That proper steps should be taken by the United States to protect the 
various parties at interest in such funds by proper regulation which shall not 
discourage nor limit the growth thereof. 

Sec. 6. That it is the policy of this Act to promote the general welfare, to 
afford protection to the beneficiaries, and to insure the orderly management of 
said funds as defined herein by the registration, reporting, and disclosure of 
funds coneerning the various activities therein as hereafter set forth. 


DEFINITIONS 


Sec. 7. The term “welfare, benefit, and pension plan” and “fund” as defined 
under this Act shall include any plan, fund, or program heretofore or hereafter 
established or maintained by one or more employers, whether directly or through 
employees, or through insurance plans, and whether adopted as a result of col- 
lective bargaining agreements or establshed and maintained with the nominal 
consent of the employer and the beneficiaries, which plans are established, not 
on a “level-of-benefits”’. basis, for the purpose of providing for the benefit of 
beneficiaries, whether through the purchase of insurance, annuity or other con- 
tracts. or direct payment or otherwise, medical, surgical, or hospital care or 
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benefits, pensions or annuities on retirement, benefits in the event of accident, 
sickness, disability, or death, but shall not include any of the following: 

(a) Any plan established and administered by the Federal Government or by 
the government of a State, Territory, possession, or of the District of Columbia, 
by a political subdivision of a State, Territory, or possession, or by an agency or 
instrumentality of any of the foregoing; 

(b) Any plan established and maintained for the purpose of complying with 
applicable workmen’s compensation laws; or 

(c) Any plan administered as a corollary to membership in a fraternal benefit 
society exempt from taxation under section 501 (c) (8) of the Internal Revenue 
Code of 1954, or by an organization exempt from taxation by section 501 (c) (3) 
of the Internal Revenue Code of 1954. 

(d) “Level-of-benefits” as herein used shall include all plans whether arrived 
at through collective bargaining agreement or by the consent of the parties by 
acquiescence thereto in which the basis thereof is not upon a fixed contribution 
of cents per hour, percentage of payroll, or similar basis and where the admin- 
istrator of said fund, by collective bargaining agreement, or the parties by 
acquiescence, agree to predetermined benefits to be paid to the beneficiary or 
beneficiaries, and the administrators of said fund assume the risk of unusual 
losses in excess of the level of benefits bargained for or acquiesced to. 

Sec. 8. The term “employee organization” means any labor union, or any em- 
ployee representation committee, group, or association in which employees par- 
ticipate and which exists, in whole or in part, for the purpose of dealing with 
employers concerning labor disputes, wages, rates of pay, hours or conditions of 
employment, or other matters incidental to employer-employee relationships. 

Sec. 9. The term “employer” includes any person acting directly as an employer 
or indirectly in the interest of an employer and by his authority in relation to 
an employee or one or more employers. 

Sec. 10. “Employee” means any individual employed by an employer. 

Sec. 11. “Beneficiary” means any employee or member of an employee organ- 
ization who is eligible to receive a benefit from a “welfare, benefit, and pension,” 
or whose family or dependents are eligible therefor. 

Sec. 12. “Person” shall refer to any individual, corporation, partnership, asso- 
ciation, or employee organization. 

Sec. 13. “Agency” shall mean the Securities and Exchange Commission. 


REGISTRATION 


Sec. 14. (a) The persons charged with or having the overall responsibility for 
the fund shall register such fund with agency in accordance with this section. 
Funds established prior to the passage hereof shall be registered within ninety 
days after the effective date of this Act; plans established thereafter shall register 
within ninety days after their establishment. 

(b) The registration of a fund shall be in the form prescribed by the agency 
and shall include the following: (1) The names and addresses of those persons 
charged with or having responsibility for the management of the plan; (2) 
the official position of each person named as having responsibility for said 
fund including his designation as employer, employee or trustee; (3) the number 
of persons covered or expected to be covered by said plan; (4) the type of 
plan: (5) whether the plan was established through collective bargaining or 
otherwise and if otherwise the nature thereof; (6) copies of the plan, trust 
agreement, collective bargaining agreement, or other instrument under which 
plan was established or operated; (7) the source of the financing of said plan 
and the identity of any organization including insurance companies through 
whom benefits are provided; and (8) whether such plan is based on a calendar 
year or otherwise, and in the latter case specifying the fiscal year thereof. 


REPORTING 


Sec. 15. (a) The person or persons who are charged with or have responsibility 
for the overall management of any employee welfare or pension benefit plan 
which, alone or together with any related plan or plans, covers one hundred or 
more employees, shall file with the agency an annual report with respect to 
such plan. Such report shall be filed within one hundred and twenty days 
after the end of the calendar year, or (if its records are kept on a policy or 
other fiscal year basis) within one hundred and twenty days after the end 
of such policy or fiscal year, but not more than one year after the date of its 
regislation under section 5, and annually thereafter. 
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(b) The agency shall have the discretion in plans affecting less than one 
hundred employees to require the reporting hereunder every third year rather 
than annually when in the opinion of the agency such method of reporting will 
not injure said fund or beneficiaries, 

(ce) A report under this section shall be in such form as the agency shall 
prescribe, and each such report shall include the following, together with such 
supporting information as the agency shall determine to be necessary in the 
public interest and to carry out the objectives of this Act. 

(1) The name, address, and description of the plan or program, imcluding 
the type of plan and the type of administration; the schedule of benefits ; copies 
of any substantial changes in the plan or the bargaining agreement, trust agree- 
ment, contract, or other instrument under which the plan was established and 
is operated, which have been made since the previous filing; names, titles, and 
addresses of any trustee or trustees and of any person or persons charged with 
or having responsibility for the overall management of the plan and their official 
positions as employer, employee, or union representatives; and the names and 
addresses of all employers having, and all employee organizations representing 
employees covered by the plan. 

2) The amount contributed by the employer or employers, the amount con 
tributed by the employees, the amount of benefits paid, the number of em- 
ployees covered, and a detailed statement of the financial position, receipts, ex 
penses, benefits, and reserves of the plan or fund, the salaries and fees paid 
by or charged to the plan or fund, to whom paid, in what amount, and for what 
purposes. The information required by this paragraph shall be certified to by 
an independent public accountant, based upon a comprehensive audit made on 
behalf of che beneficiaries and conducted in accordance with accepted standards 
of auditing, but nothing herein shall be construed to require an audit of the 
books or records of any bank, insurance company, or other institution if such 
books or records are regularly examined by any agency of the Federal Gov- 
ernment or the Government of any State. 

(d) If some or all of the benefits under the plan are provided by an insurance 
carrier or service or other organization such report shall include with respect 
to such plan (in addition to the information required by subsection (c)) the 
following: 

(1) The premium rate or subscription charge and the total premium or 
subscription charges paid to each such carrier or organization and the 
number of persous covered by each class of such benefits. 

(2) The total claims incurred and the total claims paid by such carrier 
or other organization; dividends, commissions, and administrative, serv- 
ice, or other fees, paid by such carrier or other organization; amounts re- 
tained in any manner by such carrier or other organization; the names 
and addresses of the brokers, agents, or other persons to whom commis- 
sions or fees were paid, the amount paid to each, and the services rendered 
for this compensation: Provided, That if any such carrier or other organi- 
zation does not maintain individual accounts covering the specific groups 
or programs it serves, the report shall include in lieu thereof (A) a state- 
ment as to the basis of its premium rate or subscription charge and a 
copy of the financial report of the carrier or other organization and (B), 
if such carrier or organization incurs specific costs in connection with 
the acquisition or retention of any particular plan or plans, a detailed 
statement of such costs. 

Such insurance carrier or organization shall certify to the person or persons 
charged with or having responsibility for the overall management of the plan, 
within 90 days after the end of each policy year, the information necessary to 
enable such person or persons to comply with the requirements of this sub- 
section and subsection (f) (2). 

(e) Details relative to the manner in which reserves of welfare benefit plans 
are held or invested shall be reported as provided under paragraphs (B), (C), 
and (D), of subsection (f) (1). 

(f) Reports on employee pension benefit plans shall include, in addition to 
the applicable information required by the foregoing provisions of this section, 
the following : 

(1) If the plan is funded through the medium of a trust, the report shall 
include— 

(A) the type and basis of funding, current and past service liabilities, 
actuarial assumptions, and the number of employees, both retired and 
nonretired, covered by the plan; 
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(B) a summary statement of reserves and investments broken down by 
types of investment, such as common stock, preferred stock, and Govern- 
ment securities, giving the aggregate cost of each type of security or 
property or the present value, whichever is lower, as well as the per- 
centage of the total fund represented by each type of security or property ; 

(C) a detailed list, including information as to cost, present value, and 
percentage of the total fund, of all investments in securities or properties 
of all parties in interest ; 

(D) a detailed list, including information as to cost, present value, and 
percentage of the total fund, of all investments in a security or property 
(other than obligations the interest or principal of which is guaranteed 
by the United States), if the cost or present value thereof, whichever is 
lower, exceeds 5 per centum of the fund, or 10 per centum of the current 
value of the outstanding securities or obligations of any one issue. 

(2) If the plan is funded through the medium of a contract with an in- 
surance carrier, the report shall include— 

(A) the type and basis of funding, current and past service liabilities, 
actuarial assumptions, and the number of employees, both retired and 
nonretired, covered by the contract; and 

(B) the amount of all reserves accumulated under the plan. 

(3) If the plan is unfunded, the report shall include the total benefits paid 
to retired employees for the past five years, broken down by year; the number 
of employees, both retired and nonretired, covered by the plan; any actuarial 
assumptions or evaluations made during the last five-year period; a statement 
or estimate of the liabilities of the plan; and a financial statement of the 
person or persons charged with or having the overall responsibility for the 
establishment and operation of the plan. 


DISCLOSURE 


Sec. 16. (a) Disclosure of information contained in the annual report on an 
employee welfare or pension benefit plan shall be made to the beneficiaries of 
the plan and other interested parties by making copies available for examina- 
tion at the principal offices of the plan, and by making copies available for 
examination in the public documents room of the agency, and by providing 
the beneficiaries by personal delivery or by mail with information from the 
report in as brief summary form as the agency shall prescribe to carry out 
the intent of this Act. 

(b) The agency shall have authority to cause further distribution of annual 
reports or summaries thereof to any other Federal or State agencies. 


ADVISORY COUNCIL 


Sec. 17. (a) There is hereby established an Advisory Council on Employee 
Welfare and Pension Benefit Plans (hereinafter referred to as the “Council’’) 
which shall consist of thirteen members to be appointed in the following man- 
ner: 

(1) One representative of the insurance industry, one representative of the 
banking industry, two representatives of management, and three representatives 
of labor, all appointed by the agency upon recommendations from organizations 
in the respective groups. 

(2) Three representatives of the general public, appointed by the President 
of the United States. 

(3) The Secretaries of the Department of Labor and the Department of 
Health, Education, and Welfare, and the Commissioner of Internal Revenue who 
shall serve as ex officio members of the Council. 

(b) It shall be the duty of the Council to advise the ageney with respect 
to the carrying out of its functions under this Act, to review the administra- 
tion of this Act and regulations thereunder, and to make such reports and 
recommendations with respect thereto as it deems necessary in the public inter- 
est. The Council shall meet at least twice each year and at such other times 
as it deems necessary or the agency requests. 

(e) The Advisory Council may call upon the agency for secretarial, clerical, 
and other such services as are deemed necessary to the conduct of its business. 
It may call upon other agencies of the Government for statistical data, reports 
and other information which will assist it in the performance of its duties. 
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(d) Appointed members of the Council shall be paid compensation at the rate 
of $50 per diem when engaged in the work of the Council, and shall be reim- 
bursed for all necessary travel and other expenses incurred while so engaged. 


POWERS OF THE AGENCY 


Sec. 18. (a) The agency is authorized to prescribe such regulations as may 
be necessary to carry out the provisions of this Act. 

(b) The agency is authorized to utilize any information submitted under 
the provisions of this Act for statistical and research purposes and to compile 
such studies, analyses, reports, and surveys as it deems appropriate. 

(c) The agency is authorized to make such expenditures and, subject to 
the civil service laws and the Classification Act of 1949, as amended, to ap- 
point and fix the compensation of such personnel, including attorneys, as 
may be necessary to perform the functions imposed upon it by this Act. 


INVESTIGATIONS ; INJUNCTIONS AND PROSECUTION OF OFFENSES 


Sec. 19. (a) The agency may, in its discretion, make such investigations as 
it deems necessary to determine whether any person has violated or is about to 
violate any provision of this Act or any rule or regulation thereunder, and 
may require or permit any person to file with it a statement in writing, 
under oath or otherwise as the agency shall determine, as to all the facts and 
circumstances concerning the matter to be investigated. The agency is author- 
ized, in its discretion to publish information concerning any such violations, 
and to investigate any facts, conditions, practices, or matters which it may 
deem necessary or proper to aid in the enforcement of the provisions of this 
Act, in the prescribing of rules and regulations thereunder, or in securing in- 
formatiton to serve as a basis for recommending further legislation concerning 
the matters to which this Act relates. 

(b) For the purpose of any such investigation, any member of the agency 
or any officer designated by it is empowered to administer oaths and affirma- 
tions, subpena witnesses, compel their attendance, take evidence, and require 
the production of any books, papers, correspondence, memorandums, or other 
records which the agency deems relevant or material to the inquiry. Such 
attendance of witnesses and the production of any such records may be re- 
quired from any place in the Unitec States or any State at any designated 
place of hearing. 

(c) In case of contumacy by, or refusal to obey a subpena issued to, any 
person, the agency may invoke the aid of any court of the United States within 
the jurisdiction of which such investigation or proceeding is carried on, or where 
such person resides or carries on business, in requiring the attendance and 
testimony of witnesses and the production of books, papers, correspondence, 
memoranda, and other records. And such court may issue an order requiring 
such person to appear before the agency or member or officer designated by the 
agency, there to produce records, if so ordered, or to give testimony touching 
the matter under investigation or in question; and any failure to obey such order 
of the court may be punished by such court as a contempt thereof. All process 
in any such case may be served in the judicial district whereof such person is an 
inhabitant or wherever he may be found. Any person who shall, without just 
cause, fail or refuse to attend and testify or to answer any lawfuly inquiry 
or to produce books, papers, correspondence, memoranda, and other records, 
if in his power so to do, in obedience to the subpena of the agency, shall be 
guilty of a misdemeanor and, upon conviction, shall be subject to a fine of not 
~ than $1,000 or to imprisonment for a term of not more than one year or 

th, 

(ad) No person shall be excused from attending and testifying or from produc- 
ing books, papers, contracts, agreements, and other records and documents 
before the agency, or in obedience to the subpena of the agency or any member 
thereof or any officer designated by it, or in any cause or proceeding instituted 
by the agency, on the ground that the testimony or evidence, documentary or 
otherwise, required of him may tend to incriminate him or subject him to a 
penalty or forfeiture; but no individual shall be prosecuted or subject to any 
penalty or forfeiture for or on account of any transaction, matter, or thing 
concerning which he is compelled, after having claimed his privilege against 
self-incrimination, to testify or produce evidence, documentary or otherwise, 
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except that such individual so testifying shall not be exempt from prosecution 
and punishment for perjury committed in so testifying. 

(e) Whenever it shall appear to the agency that any person. is, engaged 
or about to engage in any acts or practices which constitute or will constitute a 
violation of the provisions of this Act, or of any rule, or regulation thereunder, 
it may in its discretion bring an action in the proper district court of the 
United States, the United States District Court for the District of Columbia, or 
the United States courts of any Territory, or other place subject to the juris- 
diction of the United States, to enjoin such acts or practices, and upon a proper 
showing a permanent or temporary injunction or restraining order shall be 
granted without bond. The agency may transmit such evidence as may be 
available concerning such acts or practices to the Attorney General, who may, 
in his discretion, institute the necessary criminal proceedings under this Act. 

(f) Upon application of the agency, the district courts of the United States, 
the United States District Court for the District of Columbia, and the United 
States courts of any Territory or other place subject to the jurisdiction of the 
United States, shall also have jurisdiction to issue writs of mandamus com- 
manding any person to comply with the provisions of this Act or any order of 
the agency made in pursuance thereof. 


PENALTIES 


Sec. 20. (a) Any person who willfully violates or fails to comply with any 
provision of this Act or the rules or regulations promulgated thereunder shall 
be fined not more than $5,000, or imprisoned not more than five years, or both. 

(b) Any person who makes a false statement or representation of a material 
fact, knowing it to be false, or who knowingly fails to disclose a material fact, 
in any registration, report, certification, or other document required under 
the provisions of this Act or the rules or regulations promulgated thereunder 
shall be fined not more than $5,000, or imprisoned not more than five years, 
or both. 

(c) Any person who embezzles, steals, or unlawfully and willfully abstracts or 
converts to his own use or to the use of another, any of the moneys, funds, 
securities, premiums, credits, property, or other assets of any employee welfare 
or pension benefit plan, or of any funds connected therewith, shall upon con- 
viction thereof be fined not more than $10,000, or imprisoned not more than 
tive years, or both. 

TERMINAL DATE 


Sec. 21. This Act shall be effective for a period of three caledar years from 
its effective date. On or before January 1 of each year, the agency shall make 
a complete and comprehensive report to the Congress of its operations under 
this Act. The report filed on or before January 1, 1959, shall include the 
recommendations of the agency as to the continuance, simplification, or modi- 
fication of this Act. 


COOPERATION 


Sec. 22. The heads of other Federal Departments and agencies shall co- 
operate with the agency in furnishing information, data, reports, and such 
other material as may be necessary to the effective administration and enforce- 
ment of this Act. The agency shall cooperate and consult with the Secretary 
of the Treasury, the Secretary of Labor, and the Secretary of Health, Educa- 
tion, and Welfare regarding the administration of this Act, and with the 
consent of the respective heads of such departments may utilize the facilities 
of the Department of the Treasury, the Department of Labor, and the Depart- 
ment of Health, Education, and Welfare for such research and other purposes 
as the agency deems appropriate. The agency shall consult and cooperate 
with any State agencies having responsibility for the administration of State 
laws requiring disclosure of information concerning employee welfare and pen- 
sion benefit plans with a view to developing means of facilitating compliance 
with such laws and with this Act and minimizing unnecessary duplication in 
such compliance. 

EFFECT OF OTHER LAWS 


Sec. 23. The provisions of this Act, except section 10 (d), and any action 
taken thereunder shall not be held to exempt or relieve any person from any 
liability, duty, penalty, or punishment provided by any present or future law 
of the United States or of any State or Territory affecting the operation or 
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administration of employee welfare or pension benefit plans, or in any manner 
to authorize the operation or administration of any such plan contrary to any 
such law. 

SEPARABILITY OF PROVISIONS 


Sec. 24. If any provision of this Act or the application of such provision to 
‘any person or circumstance is held invalid, the remainder of this Act and the 
application of such provision to other persons or circumstances shall not be 
affected. 





SRE POS TTT PP OT 


[S. 2175, 85th Cong., Ist sess. ] 


ee =e: 


A BILL To provide for the registration and reporting of employee welfare and pension 
benefit plans, and for other purposes 


States of America in Congress assembled, 


TITLE I—REGISTRATION AND REPORTING OF EMPLOYEE WELFARE 
AND BENEFIT PLANS 


. 
| 
| 


Sec. 101. This title may be cited as the “Welfare and Benefit Plans Registra- 
tion Act of 1957,” and is referred to in this title as “this Act.” 


FINDINGS AND POLICY 


Sec. 102. (a) The Congress finds that in recent years there has been a 
phenomenal increase in the number of welfare and benefit plans for the wage 
earners of the United States, with a corresponding increase in the amount of 
money contributed to, involved in, and disbursed by such welfare and benefit 
plans; that these plans have served greatly to advance the health and well- 
being of millions of wage earners and their families; that these plans have 
become an important factor in interstate commerce and in present day indus- 
trial relations and it is essential that their integrity be maintained: that much 
of the money involved in such plans is exempted by law from taxation by the 
United States, and that it is essential for the protection both of the revenue 
of the United States and of the interests of the beneficiaries that full disclosure 
be made of the financial details of the operation and administration of such 
plans. 

(b) It is hereby declared to be the policy of this Act to afford protection to 
interstate commerce, to the revenue of the United States and to the beneficiaries 
of the welfare and benefit plans above referred to, and to promote the general 
welfare, by requiring the registration of welfare and benefit plans and the 
reporting of appropriate information respecting their receipts, disbursements, 
assets, liabilities, and financial activities. 


Re it enacted by the Senate and House of Representatives of the United 
: 


2 LRN EO EEN ES NER RI 


DEFINITIONS 


i Sec. 103. When used in this Act— 

7 

' (a) The term ‘welfare or benefit plan’ means any plan, fund, or program 

i established by employers or employee organizations, or by both, for the purpose 

' of paying or providing, for the benefit of beneficiaries, for medical or hospital 

' care, pensions or annuities on retirement or death of beneficiaries, compensation 
for injuries or illness, or insurance to provide any of the foregoing, or life insur- 
ance, disability and sickness insurance, or accident insurance; but shall not 
include any plan, fund, or program established by statute to provide benefits 
prescribed by such statute. 

(b) The term “employee organization” means any labor union or any organiza- 
tion of any kind, or any agency or employee representation committee, associa- 

| tion, group, or plan, in which employees participate and which exists for the 

E purpose, in whole or in part, of dealing with employers concerning grievances, 
labor disputes, wages, rates of pay, hours of employment, conditions of work, 
or other matters incidental to employment relationships. 

(c) The term “employer” includes any person acting. directly or indirectly in 
the interest of an employer in relation to an employee, or a group or association 
of employers but shall not include a foreign government or the Government of 
the United States or of any State, Territory, or possession, or political subdivision 
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thereof, or the District of Columbia, or any governmental instrumentality of 
such a government. 

(d) The term “employee” means any individual employed by an employer. 

(e) The term “beneficiary” means any employee of an employer or any 
member of an employee organization who is eligible to receive a benefit of any 
type from a welfare or benefit plan, or whose dependents or the members of 
whose family may be eligible to receive any such benefit. 

(f) The term “person” means an individual, partnership, corporation, mutual 
company, joint-stock company, trust, unincorporated organization, association, 
or employee organization. 

(g) The term “Secretary” means the Secretary of Labor. 

(h) The term “industry affecting commerce” means any industry or activity 
in commerce or in which a labor dispute would hinder or obstruct commerce or 
the free flow of commerce. 

REGISTRATION 


Sec. 104. (a) The person or persons responsible for the control, disposition, 
or management, either directly or indirectly, of the money received by or con- 
tributed to any welfare or benefit plan shall, if such plan is one— 

(1) established by any employer or employers in any industry affecting 
commerce or by any labor organization or labor organizations representing 
employees in any industry affecting commerce, or by both; or 

(2) for which any exemption from taxation is claimed under the Internal 
Revenue Code by reason of the nature or activities of such plan; or 

(3) for which any claim is made that money involved in such plan con- 
stitutes an allowable deduction in computing taxable income under the 
Internal Revenue Code; or 

(4) for which contributions are received from any person who claims 
all or part of such contributions as an allowable deduction under the Internal 
Revenue Code in computing taxable income; 

register such welfare or benefit plan with the Secretary and file reports of such 
plan as required by the provisions of subsections (b) and (c) of this section. 

(b) Every welfare or benefit plan to which subsection (a) applies shall be 
registered with the Secretary within ninety days after promulgation by the 
Secretary of the applicable regulations and any amendments to such plan shall 
be registered within such time as the Secretary shall by regulations prescribe. 
The registration shall be in such form as the Secretary may, by regulations, 
prescribe, and shall provide such information and data as the Secretary may 
determine to be necessary in order for him to identify the plan and the persons 
responsible for its operations, ascertain the type, scope, and coverage of the 
plan, and classify the plan for reporting purposes. 

(c) A report of every welfare or benefit plan to which subsection (a) applies 
shall be filed with the Secretary within three months after the close of the 
fiscal year of such plan first following the promulgation by the Secretary of 
the applicable regulations, and annually thereafter. Every such report shall be 
in such form and shall include such information or documents relating to the 
receipts, disbursements, assets, liabilities, and financial activities of the plan 
as the Secretary may by regulation prescribe in accordance with the provisions 
of this Act. The truth of the statements and accuracy of the information con- 
tained in every such report shall be sworn to by a person responsible for the 
registration of such plan and the report shall be certified by a certified or 
licensed independent public accountant, based upon a comprehensive audit made 
in accordance with accepted standards of auditing, but nothing herein shall be 
construed to require an audit of the books or records of any bank, insurance 
company, or other institution if such books or records are regularly examined by 
any agency of the Federal Government or the Government of any State. 


GOVERNMENT AGENOY COOPERATION 


Seo. 105. (a) The Secretary is authorized to request from any department. 
agency, or independent instrumentality of the Government any information he 
deems necessary to carry out his funetions under this Act; and each department, 
agency, and instrumentality is directed to cooperate with the Secretary and, to 
the extent permitted by law, to furnish such information to the Secretary upon 
his request. 

(b) The Secretary shall consult with the Secretary of the Treasury, the Secre- 
tary of Health, Education, and Welfare, and the Secretary of Commerce regurd- 
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ing the administration of this Act by the Secretary, and the Secretary may 
utilize the facilities of the respective Departments which they head for such 
research and other purposes as the Secretary may deem appropriate. Any such 
utilization of any such facilities shall be pursuant to proper agreement, and 
payment to cover the cost thereof shall be made either in advance or by way 
of reimbursement as may be provided in such agreement. 


ACCESS TO INFORMATION FILED WITH THE SECRETARY 


Sec. 106. (a) The Secretary shall provide that portions of the reports of 
welfare or benefit plans, in such form as the Secretary may prescribe by regula- 
tions, shall be furnished by the person or persons responsible for the registration 
of such plan to each beneficiary requesting such a copy. 

(b) Information contained in the reports or other documents filed by welfare 
or benefit plans pursuant to this Act shall be made available to the public 
under such regulations as the Secretary may prescribe. 

(c) In order to assist the States to discharge their responsibilities for assur- 
ing that plans providing for employee welfare and pension benefits are sound 
and are properly managed, the Secretary shall by regulations require the person 
or persons responsible for the registration of any welfare or benefit plan to file 
a copy of any report required by this Act, or any portions thereof, with such 
State agency as is designated by State law or by the Governor of the State upon 
a request by the Governor of such State that such copy be filed with the State 
agency. 

(d) The Secretary shail by regulations provide for the making available of 
information furnished to him by welfare and benefit plans pursuant to this Act 
to other departments and agencies of the Government to assist in the perforim- 
ance of the statutory functions of such departments and agencies. 


POWERS OF THE SECRETARY 


Sec. 107. (a) The Secretary is authorized to make such rules and regulations 
as may be necessary to carry out the provisions of this Act. 

(b) The Secretary is authorized to utilize any information submitted under 
this Act for statistical and research purposes and to compile and publish such 
studies, analyses, reports, and surveys as he may deem appropriate. 

(ec) The Secretary is authorized to make such expenditures and, subject to 
the civil-service laws and the Classification Act of 1949, as amended, to appoint 
and fix the compensation of such personnel, including attorneys, as may be nec- 
essary to perform the functions imposed upon the Secretary by this Act. At- 
torneys appointed under this section may appear for and represent the Secre- 
tary in any litigation, but such litigation shall be subject to the direction and 
control of the Attorney General. 

(d) The Secretary may make such investigations as he deems necessary to 
determine whether any person has violated any provision of this Act or any 
rule or regulation thereunder. 

(e) For the purposes of any investigation provided for in this Act, the pro- 
visions of sections 9 and 10 (relating to the attendance of witnesses and the 
production of books, papers, and documents) of the Federal Trade Commission 
Act of September 16, 1914, as amended (15 U. 8S. C. 49, 50), are hereby made 
applicable to the jurisdiction, powers, and duties of the Secretary of Labor or 
any officers designated by him. 


REPORTS TO THE CONGRESS 


Sec. 108. The Secretary shall submit annually a report to the Congress includ- 
ing such information and data, and such recommendations for further legisla- 
tion in connection with the matters covered by this Act, as the Secretary may 
find desirable. His second annual report shall include full information with 
respect to the results of studies which he shall make of the operation of the 
registration, reporting, and disclosure requirements of this Act and a report of 
his conclusions and recommendations based upon such studies. 


ENFORCEMENT 


Sec. 109. (a) Any person who willfully violates or fails to comply with any 
provision of this Act or the rules and regulations thereunder shall be fined not 
more than $5,000 or imprisoned not more than one year, or both. 
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(b) The district courts of the United States, and the United States courts of 
any Territory or other place subject to the jurisdiction of the United States, 
shall have jurisdiction, for cause shown, to restrain violations of, to enforce 
any duty created by, or to compel disclosure of any information required to be 
submitted to the Secretary in accordance with, this Act or the rules and regu- 
lations thereunder. All actions under this subsection shall be brought on behalf 
of the Secretary. 

EFFECT OF OTHER LAWS 


Sec. 110. Neither the provisions of this Act nor any action taken thereunder 
shall be held to exempt or relieve any person from any liability, duty, penalty, 
or punishment provided by any law of the United States or of any State or 
Territory relating to the operation or administration of welfare or benefit plans, 
or in any manner to authorize the operation or administration of such a plan 
contrary to any such law. 


SEPARABILITY OF PROVISIONS 


Sec. 111. If any provision of this Act or the application of such provision to 
any person or circumstance is heid invalid, the remainder of this Act and the 
application of such provision to other persons or circumstances shall not be 
affected. 

TITLE II—EMBEZZLEMENT AND FALSE ENTRY 


Sec. 201. Chapter 31 of title 18, United States Code, is amended by adding a 
new section captioned and reading as follows: 


“$664. Embezzlement and false entry with respect to employee welfare and 
benefit plans 
“Whoever, being engaged directly or indirectly in or connected in any capacity 
with the administration, management, or control of any welfare or benefit plan 
required to register and make annual or other reports under the ‘Welfare and 
Benefit Plans Registration Act of 1957’— 

“(a) embezzles, steals, or unlawfully takes or converts to his own use 
or the use of another, any moneys, credits, funds, securities, property, or 
other assets or things of value of any such welfare or benefit plan, or 
pledged to or otherwise made a part thereof, or 

“(b) makes any false entry in any book, record, report, or statement re- 
quired by law or appropriate regulation thereunder to be kept or made for 
any such welfare or benefit plan, with intent to injure or defraud such plan 
or any beneficiary thereunder, or to deceive any one authorized or entitled 
to examine the affairs of such plans, or 

“(e) willfully destroys any such books, records, reports or statements 
unless authorized by appropriate regulations, 

shall be fined not more than $5,000 or imprisoned not more than five years, or 
both.” 





DEPARTMENTAL REPORTS 
Bureau of the Budget 


EXECUTIVE OFFICE OF THE PRESIDENT, 
BUREAU OF THE BUDGET, 
Washington, D. C., April 2, 1957. 
Hon. Lister Hm1, 
Chairman, Committee on Labor and Public Welfare, 
United States, Senate, Washington, D.C. 

My Dear Mr. CHarRMAN: This is in reply to your request of February 8, 1957, 
for the views of the Bureau of the Budget on S. 1122, to provide for registra- 
tion, reporting, and disclosure of employee welfare and pension benefit plans. 

This office believes that the objectives of the bill are meritorious but we pre- 
fer the provisions of 8. 1145 for reasons which were expressed in the reports of 
the Secretary of Labor on the two bills. 

We believe it is particularly important that this program be administered 
by the Department of Labor which has the responsibility of fostering the we!l- 
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fare of workers. The Department now administers programs very closely re- 
lated to that proposed by this bill, and it wcoald be unwise to establish another 
agency in this field. 

Sincerely yours, 


| Rosert E. Merriam, Assistant Director. 
i 

; EXECUTIVE OFFICE OF THE PRESIDENT, 

i BUREAU OF THE BUDGET, 

' Washington, D. C., April 2, 1957. 
; Hon. Lister HI, 

Chairman, Committee on Labor and Public Welfare, 

t United States Senate, Washington, D. C. 


My Dear Mr. CHAIRMAN: This is in reply to your request of February 14, 
1957, for this office’s comments on S,. 1145, to provide for the registration and 
reporting of welfare and benefit plans. 

The Bureau of the Budget believes that S. 1145 would help to protect the many 
millions of workers whose future security depends on the proper administration 
of welfare and benefit plans. We agree with the views contained in the report 
which the Secretary of Labor is making to your committee on this bill. 

You are advised that enactment of 8S. 1145 would be in accord with the program 
' of the President. 
é Sincerely yours, 


SOR IF OT RE 


i Rosert EB. MERRIAM, 
' Assistant Director. 





EXECUTIVE OFFICE OF THE PRESIDENT, 
BUREAU OF THE BUDGET, 
Washington, D. C., June 4, 1957. 
Hon. Lister HItt. 
Chairman, Committee on Labor and Public Welfare, 
I United States Senate, Washington, D. C. 


My Drar Mr. CHAIRMAN: This is in reply to your request of April 11, 1957, 
for the views of the Bureau of the Budget on S. 1813, to amend the National 
Labor Relations Act, providing trustees for welfare funds for workers. It is 
also in reply to your request of May 23, 1957, for our views on 8. 2137, to provide 
for registration, reporting, and disclosure of certain welfare, benefit, and pension 
plans. 

This office believes that legislation providing for the registration, reporting 
and disclosure of welfare and pension benefit plans is necessary and desirable. 
In our view, the provisions of S. 1145, with the amendments proposed by the 
Secretary of Labor in his testimony before your committee on May 27, 1957, 
are preferable to the provisions of S. 2137 and 8. 1813. 

We believe it is particularly important that this program be administered 
by the Department of Labor which has the responsibility of fostering the welfare 
of workers. The Department, as indicated in the Secretary’s testimony, already 
has several functions which relate to the functions which would be performed 
under S. 1145. We believe that it would be unwise to establish another agency 
in this field. 

Iam authorized to advise you that the enactment of 8. 1145, amended as recom- 
mended by the Secretary of Labor, would be in accord with the program of the 
President. 

Sincerely yours, 


semen ee 


Rosert EB. Merriam, 
Assistant Director. 


EXECUTIVE OFFICE OF THE PRESIDENT, 
3UREAU OF THE BuDGET, 
Washington, D. C., June 14, 1957. 
Hon. Laster Hirt, 
Chairman, Committee on Labor and Publie Welfare, 
United States Senate, Washington, D. CO. 
My Drar Mr. CHarRMaAN: This is in reply to your request of June 7, 1957, for 
this Office’s comments on §. 2175, to provide for the registration and reporting 
of employee welfare and pension benefit plans, and for other purposes. 
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This bill, S. 2175, is S. 1145 as modified by the changes proposed by the. Sec- 
retary of Labor in his testimony before your committee on May 27, 1957. 
You are advised that enactment of S. 2175 would be in accord with the pro- 
gram of the President. 
Sincerely yours, 
Rosert E. MEgriam, 
Assistant Director. 


Treasury Department 


TREASURY DEPARTMENT, 
Washington, June 11, 1957. 
Hon. Lister HI, 
Chairman, Committee on Labor and Public Welfare, 
United States Senate, Washington, D. C. 


My Dear Mr. CHAIRMAN: This is in reference to your requests for the Depart- 
ment’s views on the bills S. 1122, S. 1145, and S. 2137 which provide for registra- 
tion, reporting, and disclosure of employee welfare and benefit plans. These 
bills would require certain welfare plans, funds, and programs established by 
employers, employees, or both for the purpose of providing benefits to employees 
to register and submit annual reports on their operations. 

S$. 1122 would limit the registration and reporting requirements to plans cov- 
ering 25 or more employees, except that the Securities and Exchange Commission, 
which would administer the program, would have the authority to relieve plans 
covering less than 100 employees from the annual reporting requirements. 
Welfare and pension plans established by Federal, State, or local governments, 
plans administered as a corollary to membership in tax-exempt fraternal benefit 
societies, and plans established in compliance with workmen’s compensation 
laws would be exempted. The Securities and Exchange Commission would be 
required to submit to the Congress recommendations on the act before Jan- 
uary 1, 1959, including whether the program should be continued. 

S$. 1145 would provide a registration and reporting program for all welfare 
and benefit plans which claim exemption from Federal taxation or contributions 
to which are claimed as deductions for income-tax purposes. It would vest 
responsibility for administration in the Secretary of Labor who would have the 
authority to prescribe that information in the reports be mailed to beneficiaries 
and disclosed to the public. The Secretary of Labor has recently offered your 
committee detailed suggestions for amendment of the bill. These include pro- 
vision of an interstate-commerce basis for coverage in addition to the taxing 
basis now in the bill so as to provide more comprehensive coverage of plans, 
requiring annual reports to be certified by a certified or licensed public accoun- 
tant, mandatory public disclosure of information in the reports, and penalties in 
case of embezzlement of funds or unauthorized destruction of records of coyered 
plans. 

S. 2187 is designed to require the registration and reporting of information 
by welfare, benefit, and pension plans which are either financed or maintained 
by employers on a “cents-per-hour,” percentage of payroll or similar basis, or 
do not guarantee specified levels of predetermined benefits. These plans would 
be required to register and file annual reports with the Securities and Exchange 
Commission, except that the latter would have the authority to require plans 
covering less than 100 employees to file reports every 3 years instead of annually. 
As under 8S. 1122, the Securities and Exchange Commission on or before Janu- 
ary 1, 1959, would submit to the Congress its recommendations for changes in 
the act, including whether the program should be continued. 

The Department approves the objective of requiring registration statements 
and annual reports from welfare and pension plans and public disclosure of 
information on their operations. It has been reported that considerable abuse 
has occurred in the handling of the funds of a number of welfare plans with 
jeopardy to the benefit rights of covered employees. Public disclosure of infor- 
mation on the operation of such plans would help to correct abuses of this kind 
since they would subject improper transactions to public scrutiny. 

This Department has no reservations with regard to S. 1145, including the 
amendments to this bill which have been proposed by the Labor Department. 
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However, it suggests that section 8 (a) (3) of S. 1122 and section 17 (a) of 
S. 2137, which provide for the establishment of an Advisory Council on Employee 
Welfare and Pension Benefits Plans, be revised. This provision would desig- 
nate the Commissioner of Internal Revenue as one of the ex-officio Government 
members on the Council, whereas the designation of the Secretary of the 
Treasury would better accord with the assignment of responsibilities in other 
sections of the bills. 

There are several technical problems in the bills. Should the committee so 
desire, the Department would be glad to cooperate with the committee’s staff 
in resolving these problems. 

The Director, Bureau of the Budget, has advised the Treasury Department 
that there is no objection to the presentation of this report. 

Sincerely yours, 
Frep C. ScorrBner, Jr., 
Acting Secretary of the Treasury. 


THE GENERAL COUNSEL OF THE TREASURY, 
Washington, D. C., April 23, 1957. 
Hon. Lister HIL1, 
Chairman, Committee on Labor and Public Welfare, 
United States Senate, Washington, D.C. 


My Dear Mr. CHAIRMAN: Reference is made to your request for the views 
of this Department on S. 1813, to amend the National Labor Relations Act, 
providing trustees for welfare funds for workers. 

The proposed legislation would amend section 302 of title III of the Labor- 
Management Relations Act, 1947, to add certain new prohibitions and require- 
ments with respect to the management of trust funds established for the bene- 
fit of employees and their dependents. 

The proposed legislation is not of primary interest to this Department and 
the Department has no comment to make with respect to its general merits. 

Very truly yours, 
Joun K. CARLOcK, 
Acting General Counsel. 


Department of Labor 


DEPARTMENT OF LABOR, 
OFFICE OF THE SECRETARY, 
Washington, D. C., March 9, 1957. 
Hon. Lister HI, 
Chairman, Committee on Labor and Public Welfare, 
United States Senate, Washington, D.C. 

DeaR SENATOR Hit: This is in further reply to your request for my com- 
ments on §S. 1122, a bill to provide for registration, reporting, and disclosure 
of employee welfare and pension benefit plans. 

This bill would require persons charged with the overall management of all 
types of employee benefit and welfare plans covering 25 or more employees to 
register these plans with the Securities and Exchange Commission. The regis- 
tration would include the furnishing of certain specified information. Annual 
reports would be required with respect to any employee plan which, with closely 
related plans, covers 100 or more employees. The bill specifies in detail the 
information to be furnished in the annual reports, and certain of the informa- 
tion is required to be certified by an independent public accountant. Disclosure 
under the bill would be accomplished by making copies of the annual reports 
available to beneficiaries and to the public for inspection. In addition, sum- 
mary data from the report would have to be furnished to the beneficiaries as 
prescribed by the agency. Criminal penalties are provided for those who will- 
fully violate the law, who knowingly make false statements, and who embezzle 
money from the fund of any employee welfare or benefit plan or connected 
fund covered by the bill. 

I agree that there is a definite need for legislation requiring disclosure of the 
financial details of employee welfare and benefit plans. It is my opinion, how- 
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ever, that the Department’s legislative proposal on this subject, 8. 1145, is 
preferable to S. 1122. 

The Department of Labor’s Organic Act places specific responsibility on it 
to foster the welfare of workers. The protection of their valuable rights in wel- 
fare and benefit plans through a disclosure program, which both bills propose, 
is a function which falls logically within the scope of this basic responsibility. 
S. 1145 takes cognizance of this by placing the administration of a disclosure 
program in this Department. 

S. 1145 also gives recognition to the important related functions which the 
Department now performs in the field of industrial relations research. ‘The 
utilization of these functions could be extremely helpful in accomplishing the 
objective which is common to both bills. 

I believe that S. 1122, by vesting its administration in the Securities and Ex- 
change Commission, would have the ultimate effect of removing from the Depart- 
ment of Labor important functions with respect to research in the field of health, 
insurance, pension, and unemployment-benefit plans. As you know, the Depart- 
ment collects copies of employee-benefit plans and agreements pertaining to 
these plans for use in various studies and reports. Section 211 of the Labor Man- 
agement Relations Act, 1947, imposes a specific responsibility upon the Depart- 
ment to “maintain a file of copies of all available collective-bargaining agree- 
ments and other available agreements and actions thereunder settling or adjust- 
ing labor disputes * * *” and to “furnish * * * all available data and factual 
information which may aid in the settlement of any labor dispute * * *.” 

The proposals contained in S. 1122 would directly affect the operation of these 
programs. Under the provisions of this bill, copies of all plans or bargaining 
agreements, trust agreements, contracts, or other instruments under which the 
the plans were operated would be collected and made available to the public, 
together with subsequent changes. 

The Securities and Exchange Commission would be authorized to make what- 
ever studies of this material it may consider appropriate. This authority and 
the resources allocated to the Commission to carry it out might create serious 
questions as to the continued collection by the Department of data relating to 
health insurance and pension plans—an important aspect of its research in the 
field of labor-management relations. Opposition would undoubtedly be expressed 
to the existence of two programs involving the collection and analysis of the 
same data. The provisions of 8. 1122 in question would appear to be in conflict 
with the intent of Congress expressed in the Labor-Management Relations Act 
that the Department of Labor compile information helpful in collective-bargaining 
negotiations. In any event, the compulsory filing requirements of S. 1122 would 
undoubtedly affect adversely the collection by the Department of Labor of similar 
collective-bargaining data on a voluntary basis. 

The policy statement of S. 1122 refers to the commerce and taxing powers of 
Congress, and apparently these references are intended to be the basis for Federal 
legislative action in this field. Plans covered by the bill, however, are described 
only in terms of the number of employees covered. It would appear that Federal 
netion in the area of employee welfare and benefit plans would require a more 
definite relationship between the plans covered and the Federal powers on which 
coverage is based. 

I consider that it is of the utmost importance that the administration of legis- 
lation of this type be vested in the Department of Labor. Any other approach 
would be inconsistent with the responsibility of the Department under its organic 
act and under other acts of Congress authorizing it to undertake specific programs 
concerning industrial relations. 

While I would be agreeable to appropriate amendments to 8S. 1145 to conform 
it in certain respects with S. 1122, I would much prefer the enactment of S. 1145. 
I would have no objection if the Congress should see fit to consider specifying 
certain minimum reporting and other requirements, which are left to the dis- 
cretion of the Secretary in 8. 1145. It is essential, however, that these require- 
ments be left sufficiently general to permit a reasonable degree of flexibility in the 
administration of the statute. 

The Bureau of the Budget advises that it has no objection to the submission 
of this report. 

Sincerely yours, 





JAMES P. MiI1rcHELL, Secretary of Labor. 
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DEPARTMENT OF LABOR, 
OFFICE OF THE SECRETARY, 
Washington, March 4, 1957. 
Hon. LisTeR HILL, 
Chairman, Committee on Labor and Public Welfare, 
United States Senate, Washington, D. C. 


Dear SENATOR HILL: This is in further response to your request for a report 
on 8. 1145, a bill to provide for the registration and reporting of welfare and 
benefit plans. 

S. 1145 is part of the legislative program of the Department of Labor. It is 
designed to carry out the President’s recommendation for legislation to require 
the registration of employee pension and welfare funds to protect the interests 
of beneficiaries. 

The proposed legislation would require the registration and filing of annual 
reports with the Secretary of Labor on behalf of welfare and benefit plans cov- 
ered by the bill. These reports would contain such information relating to the 
income, disbursements, and financial activities of the particular plan as the 
Secretary may prescribe. Under regulations issued by the Secretary, appro- 
priate public disclosure of this information would be made. 

The measure as drafted leaves to regulations of the Secretary the determination 
of the precise information required to be included in the reports. This flexibility 
would have the advantage of permitting the Secretary to benefit from experience 
derived from the administration of the measure, which may demonstrate that 
changes in the items of information required are necessary. I would have no 
objection, however, if the Congress should see fit to consider specifying, in the 
bill, certain minimum requirements which are still sufficiently general to permit 
a reasonable degree of flexibility. 

The bill similarly would leave to regulations the extent to which disclosure 
would be made of information contained in the reports. While the purpose of 
the bill is to secure the fullest possible disclosure of the contents of the reports, 
and the measure is designed to achieve this objective, there would be no objection 
if the Congress desires to specify particular items of information which would 
be disclosed to the public. However, there are advantages to leaving at least 
a portion of the matter of disclosure to regulations. It is possible that the 
inclusion of a particular item of information might be necessary to effectuate 
the bill’s purpose of obtaining financial data to protect the beneficiaries of a 
plan, but that such item should not be publicly disclosed to others in fairness 
to the plan. It would seem that in the interest of both parties the Secretary 
should have power to determine whether and under what circumstances the 
confidence of particular information should be protected. 

There is an urgent need for legislation providing for disclosure of the financial 
operations of employee welfare and benefit plans. These plans have undergone 
a phenomenal growth in recent years. Thev have become an important factor 
in present-day industrial relations. Although the total number of employees 
covered by all private plans today is not known, the amount of money involved is 
probably in excess of $20 billion and the coverage of plans under collective 
bargaining alone has increased from slightly more than one-half million workers 
in 1945 to more than 12 million workers at present. 

This rapid expansion has led to many problems. Congressional investiga- 
tions have indicated the existence of serious abuses in the administration of some 
of these plans. Among the abuses cited as a result of these investigations are 
the squandering of assets by administrators of self-administered plans, and 
irregular practices by some insurance companies, including high operating 
charges and the charging of excessive fees and commissions. 

Disclosure of the financial operations of welfare and benefit plans as proposed 
by 8. 1145 would be both desirable and practical. The ready availability in annual 
reports filed with the Government of information respecting the income, dis- 
bursements, and financial activities of a plan, and attendant public disclosure of 
this type of information to beneficiaries and others, would deter malpractice, 
mismanagement, and waste and would greatly contribute to honesty and effi- 
ciency of administration. Thus, the disclosure which would be required by 
8. 1145 would afford substantial pretection to the millions of working men and 
women who are beneficiaries of these plans. 
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For the above reasons I strongly recommend the enactment of 8S. 1145. 
The Bureau of the Budget advises that it has no objection to the submission 
of this report. 
Sincerely yours, 
JAMES P. MITCHELL, 
Secretary of Labor. 


JUNE 6, 1957. 
Hon. Lister Hitz, 
Chairman, Committee on Labor and Public Welfare, 
United States Senate, Washington, D. C. 


Dear SENATOR H1itx: This is in response to your requests for reports on 8. 1813, 
a bill to amend the National Lebor Relations Act, providing trustees for welfare 
funds for workers and S. 2137, a bill to provide for registration, reporting, and 
disclosure of certain welfare, benefit, and pension plans. 

On May 27, 1957, Secretary Mitchell presented to the Special Subcommittee 
on Welfare and Pension Fund Legislation of the Committee on Labor and Public 
Welfare the administration’s views on welfare and pension plan legislation. I 
would appreciate your considering Secretary Mitchell’s statement, a copy of 
which is enclosed for your convenience, and his testimony as an expression of 
the administration’s views on this type of legislation and as indicating our posi- 
tion on the proposals contained in S. 1813 and S. 2137. 

The Bureau of the Budget advises that there is no objection to the submission 
of this report, and that enactment of S. 1145 with the amendments recommended 
by Secretary Mitchell on May 27 would be in accord with the program of the 
President. 

Sincerely yours, 
JAMES T. O'CONNELL, 
Acting Secretary of Labor, 


Department of Justice 
JUNE 7, 1957. 
Hon, Lister HIL1, 
Chairman, Committee on Labor and Public Welfare, 
United States Senate, Washington, D. C. 


Deak SENATOR: This is in response to your request for the views of the De- 
partment of Justice concerning the bill (S. 1145) to provide for the registration 
and reporting of welfare and benefit plans. 

The purpose of this bill is to previde full disclosure of the financial details in 
the operation of welfare and pension plans for the benefit of employees which are 
established by employers, employee organizations, or by both and which enjoy 
certain exemptions from income taxes for the plans, the contributors to them, 
or the beneficiaries of them. 

The administration has urged the enactment of legislation to secure the objec- 
tives of this bill for the past 3 years, and we believe that the provisions of this 
bill which require the registration of such plans and annual reports of their 
financial activities, with disclosure of these reports to the beneficiaries in such 
form as the Secretary of Labor may by regulations prescribe, will accomplish 
these purposes. 

On May 27, 1957, at a hearings of your subcommittee on Welfare and Pension 
Fund Legislation, the Secretary of Labor submitted a draft of proposed revisions 
to §. 1145. It is our opinion that these proposed revisions will materially aid in 
effectuating the purposes of this bill and that the extension of the registration 
and reporting provisions to plans established by employers and employee organi- 
zations in industries affecting interstate commerce substantially broadens the 
base upon which Congress rests its power to enact this legislation with its 
penal provisions. 

The hearings before the Senate committee investigating the administration of 
employee welfare and pension funds during the previous Congress amply demon- 
strated the need for the protection of these funds from embezzlement and conver- 
sion by those entrusted with their management. This would be done by title IT 
of the suggested revision. We are of the opinion that the provisions for the pro- 
tection of these funds from embezzlement and the punishment for making false 
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entries in their books and records are not arbitrary or unreasonable but are 
appropriate in the exercise of the taxing power or the power to regulate inter- 
state commerce. 

The Department fully endorses S. 1145 with the revisions suggested by the 
Secretary of Labor. 

The Bureau of the Budget has advised that there is no objection to the sub- 
mission of this report. 

Sincerely, 
WILLIAM P. ROGERS, 
Deputy Attorney General. 


(A report by the Justice Department on S. 2175 appears in the appendix, 
p. 727.) 





Department of Health, Education, and Welfare 


DEPARTMENT OF HEALTH, EDUCATION, AND WELFARE, 
May 29, 1957. 
Hon. Lister HILL, 
Chairman, Committee on Labor and Public Welfare, 
United States Senate, Washington, D. C. 


DEAR Mr. CHAIRMAN: This letter is in response to your requests for reports 
on four bills providing for the registration, reporting, and disclosure of employee 
welfare and pension plans, i. e., S. 1122, by Senator Douglas (for himself, Mr. 
Murray, and Mr. Ives); S. 1145, by Senator Ives (for himself, Mr. Allott, and 
Mr. Smith of New Jersey); S. 1818, by Senator Goldwater; and 8. 2137, by 
Senator Allott. 

As you know, 8S. 1145, with certain additions and modifications proposed 
by the Secretary of Labor in his testimony of May 27 before your committee’s 
Special Subcommittee on Welfare and Pension Fund Legislation, represents the 
administration’s recommendations on this subject. 

All of these bills share the ultimate objective of protecting the security and 
integrity of employee welfare and pension plans, and the funds established to 
finance them. We are in full accord with this objective and with the underlying 
premise of these bills that Federal legislation is appropriate and desirable to 
that end. 

Moreover, apart from, yet in furtherance of, its primary objective, the infor- 
mation obtained through the proposed registration and reporting program would 
be of great assistance to the Department of Health, Education, and Welfare in 
carrying out its statutory responsibility for studying and making recommenda- 
tions “as to the most effective methods of providing economic security through 
social insurance, and as to legislation and matters of policy concerning old-age 
pensions, unemployment compensation, accident compensation, and related sub- 
jects” (Social Security Act, sec. 762). This Department has, with the encour- 
agement of the Congress, interpreted this mandate to call for a broad overall 
view of the total social-security protections of the American people. To this 
end, it has for many years studied and assembled information relating to private 
insurance and private employee benefit plans. 

Studies and analyses of the social-security protection provided by employee- 
benefit plans and the cost of such protection—if carried out on the more exten- 
Sive scale that would be made possible by the reporting under the proposed 
legislation—would in themselves help to correct and prevent abuses such as 
those which led to the proposals embodied in these bills. We would expect that 
the information made available under these bills would increase the value of 
our activities in this field. 

We are therefore pleased to note that S. 1145 provides for consultation by 
the Secretary of Labor with this Department (among others) in administering 
the program, as well as for utilizing our facilities for research and other pur- 
poses under the act and for making available to Federal agencies information 
furnished to the Secretary under the act so as “to assist [them] in the perform- 
ance of [their] statutory functions,” which we would interpret to include the 
above-mentioned functions under section 702 of the Social Security Act. (S. 
1122 and 8S. 2137 have somewhat comparable, though in that respect less com- 
plete, provisions. ) 

On the question of the appropriate agency for administering the program, it 
is, as you know, the view of this administration that the program should be 
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entrusted to the Department of Labor, as proposed in 8. 1145. Moreover, we 
defer to the views of the Secretary of Labor as to the need, initially, for the 
comprehensive coverage and approach embodied in that bill (with his proposed 
amendments) in order to accomplish the program’s objectives, as opposed to the 
more limited approach of the other bills. 

The Bureau of the Budget advises that it perceives no objection to the sub- 
mission of this report to your committee. 

Sincerely yours, 
(Signed) M. B. Foisom, 
Secretary. 


DEPARTMENT OF HEALTH, EDUCATION, AND WELFARE, 
June 28, 1957. 
Hon. Lister Hit, 
Chairman, Committce on Labor and Public Welfare, 
United States Senate, Washington, D. C. 

Dear Mr. CHAIRMAN: This letter is in response to your request of June 7, 1957, 
for a report on S. 2175, a bill to provide for the registration and reporting of 
employee welfare and pension benefit plans, and for other purposes. 

This bill is a revision of 8. 1145. It incorporates the additions and modifica- 
tions proposed by the Secretary of Labor in his testimony on May 27 before your 
committee’s Special Subcommittee on Welfare and Pension Fund Legislation, 
and represents the administration’s recommendations on this subject. 

As we indicated in our letter of May 29, reporting on S. 1122, S. 1145, S. 1813, 
and S. 2137 on this subject, we are in full accord with the objectives of the bill 
and with the underlying premise that Federal legislation of this kind is appro- 
priate and desirable. As stated in our earlier report, “we defer to the views of 
the Secretary of Labor as to the need, initially, for the comprehensive coverage 
and approach embodied in [the administration bill] in order to accomplish the 
program’s objectives, as opposed to the more limited approach of the other bills.” 

We invite attention to the fact that the bill fails to define the term “commerce” 
as used in section 103 (h) and section 104 (a). The committee may wish to 
consider whether a specific definition would be desirable so as to expressly 
relate the term to the fact that, as shown by the recitals in section 102 (a), the 
proposed legislation rests, in part, on the power of the Congress to regulate 
interstate commerce. 

The Bureau of the Budget advises that it perceives no objection to the sub- 
mission of this report to your committee. 

Sincerely yours, 
M. B. Fotsom, Secretary. 


(The report of the Securities and Exchange Commission appears on p. 62.) 


STATEMENT OF HON. IRVING IVES, UNITED STATES SENATOR 
FROM THE STATE OF NEW YORK 


Senator Ives. Mr. Chairman, I have a brief statement which I 
should like to make. Although Senator Allott and I are cointroducers 
of one bill—it is the administration’s bill—I assume that will be han- 
dled very effectively by the Secretary of Labor himself, who is to 
testify. Therefore, I shall not speak to that or even refer to that per 
se. I am extremely pleased that we have finally reached the stage of 
preparing to send to the Senate floor legi slation which would require 
the registration, reporting, and disclosure of pension and welfare 
funds. I have been with this subject a long time. During the 83d 
Congress, I was chairman of a subcommittee investigation in this 
field; during the 84th Congress, I continued to serve under the chair- 
manship of my esteemed friend, Senator Douglas. 

The need for legislation was readily apparent from the examples 
of wrongdoing uncovered by these investigations. Recent disclosures 
before the Senate Select Committee Investigating Improper Activi- 
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ties in the Labor or Management Field have served to emphasize the 
need for prompt action in this and related fields. At least $26 billion— 
I noticed you said over 25; it is well over both of them—are now tied 
up in pension and welfare plans, and annual contributions to such 
plans are estimated to total an additional $5 billion a year. 

Several bills are before us. I am a sponsor of two of them: S. 1122, 
introduced by Senator Douglas, and S. 1145, an administration bill 
introduced by Senator Allott and myself. These bills differ with each 
other and with other bills submitted to the subcommittee, but only as 
to details—not as to purpose. All of these bills will be considered. 

T understood you said so. 

We are here for one purpose: to draft workable, equitable legisla- 
tion. I am confident that we shall achieve this goal. I only hope we 
can do so promptly; time is of the essence. For I feel it is vital that 
at least the Senate take final action on this subject during the present 
session of the Congress. 

New York, the State from which I come, has done quite a lot in 
this particular field at the State level. They have a very respectable 
law dealing with this subject, and I ask unanimous consent that the 
techniques of their law be incorporated in the record at this point in 
my remarks. 

Senator Kennepy. Without objection, that will be done. 

(The New York State laws are as follows :) 


STATE OF NEW YORK 
EMPLOYEE WELFARE FunNpD Act oF 1956 (As AMENDED APRIL 22, 1957) 


Insurance Department: Leffert Holz, Superintendent of Insurance; Banking 
Department: George A. Mooney, Superintendent of Banks 


PRELIMINARY 


The laws relating to the registration, examination and supervision of em- 
ployee welfare funds are contained in Article III-A of the Insurance Law and 
Article II—-A of the Banking Law. The former relates to funds required to be 
registered with the Insurance Department and the latter to funds required 
to be registered with the Banking Department. The laws were originally en- 
acted in 1956 (L. 1956, Ch. 774, effective September 1, 1956) and they were 
amended in 1957 (LL. 1957, Ch. 808, effective April 22, 1957). On the following 
pages are the texts of the laws as so amended. 


INSURANCE LAW-——-ARTICLE III-A 


Section 37. Declaration of policy. 
37-a. Definitions. 
87—b. Registration. 
87—c. Examinations authorization and requirement. 
7-d. Examinations ; conduct. 
e. Examinations; publication. 
-f. Examinations: expenses. 
7—g. Annual statement to superintendent. 
h. Special statements to superintendent. 
i. Annual reports to employers and employees. 
j. Annual statements by insurance companies, service plans, and corporate 
trustees and agents. 
87—-k. Regulation under other laws. 
37-1. Compliance and enforcement. 
37—m. Injunctions. 
37—n. Supplementary regulations extensions of time. 
37—o. Construction. 
37—p. Separability. 
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families and that their growth should be encouraged; that the establishment 
and management of such funds vitally affect the well-being of millions of 
people and are in the public interest; and that such funds should be supervised 
by the state to the extent necessary to protect the rights of employees and their 
families, without imposing burdens upon such funds which might discourage 
their orderly growth and without duplicating the supervisory responsibilities 
presently vested in any state agencies. 

§ 37-a. Derinitions. 1. Employee welfare funds. The term “employee 
welfare fund”, as used in this article, shall mean any trust fund or other fund 
established or maintained jointly by one or more employers together with one 
or more labor organizations, whether directly or through trustees, to provide 
employee benefits, by the purchase of insurance or annuity contracts or other- 
wise, and to which is paid or contracted to be paid anything, other than income 
from investments of such fund for the benefit of employees employed in this 
state, and, if the principal office of the employer is located outside of the state, 
for at least twenty such employees; provided, however, that such term, as used 
in this article, shall not include any such fund where its overall management is 
vested, alone or jointly with other trustees, in a corporate trustee which is sub- 
ject to supervision by the superintendent of banks of this state or any other state 
or is a member of the federal reserve system. 

2. Employee benefits. The term “employee benefits’, as used in this article, 
shall mean one or more benefits or services for employees or their families or 
dependents, or for both, including, but not limited to, medical, surgical or hos- 
pital care or benefits, benefits in the event of sickness, accident, disability or 
death, benefits in the event of unemployment, or retirement benefits. 

3. Trustees. The term “trustee”, as used in this article, shall mean any per- 
son, firm, association, organization, joint stock company or corporation, whether 
acting individually or jointly and whether designated by that name or any other, 
who or which is charged with or has the overall management of any employee 
welfare fund; provided, however, such term shall not include a corporate trustee 
which is subject to supervision by the superintendent of banks of this state or 
any other state or is a member of the federal reserve system and which acts 
merely as a depository of any such fund and performs no other function with 
respect thereto; nor shall such term include any insurer licensed under the laws 
of this state or authorized to do business herein when performing only those 
functions normally performed by insurers acting as such. 

4. Superintendent. The term “superintendent”, as used in this article. shall 
mean the superintendent of insurance. 

5. Employed in this state. The term “employed in this state”, as used in this 
article, shall mean employed at a place of business maintained by the employer 
in the state of New York. 

6. Employer. The term “employer”, as used in this article, shall mean all per- 
sons part or all of whose employees or members are covered by an employee wel- 
fare fund. 

7. Person. The term “person”, as used in this article, shall mean all indi- 
viduals (acting alone or in representative capacities), partnerships, associations, 
corporations, labor unions and other entities. 

§ 37-b. REGISTRATION 1. The trustees of every employee welfare fund shall 
register such fund with the superintendent within three months after the effec- 
tive date of this article, and the trustees of every employee welfare fund com- 
mencing to do business in this state after the the effective date of this article 
shall register such fund with the superintendent within three months after so 
commencing. Such registration shall be in such form and shall contain such 
information relating to the organization, operations and affairs of such fund as 
may be prescribed by the superintendent. 

2. If it is found that the conditions which originally required registration 
with the superintendent of insurance have ceased to exist and that new condi- 
tions exist which would not require the registration of an employee welfare 
fund with either the superintendent of banks or the superintendent of insurance, 
then the superintendent of insurance may, on application of the trustees or on 
his own motion, cancel the registration of such fund. 

§ 37-c. EXAMINATIONS; AUTHORIZATION AND REQUIREMENT. 1. The superin- 
tendent may examine into the affairs of any employee welfare fund as often as 
he deems it necessary, and he shall do so at least once in every five years. 
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2. The trustees of every employee welfare fund shall be responsible for the 
maintenance of accurate records of its books and accounts in conformance with 
generally accepted accounting principles and with any regulations prescribed 
with regard thereto. 

§ 37-d. EXAMINATIONS; ConDUCT. 1. Whenever, pursuant to this article, the 
superintendent shai: determine to examine the affairs of any employee welfare 
fund he shal! make an order indicating the scope of the examination and may 
appoint as examiners one or more competent persons not employed by the trustees 
of such fund or interested in such fund. <A copy of such order shall, upon 
demand and before the examination begins, be exhibited to the trustees of the 
employee welfare fund whose affairs are to be examined. Any examiner author- 
ized by the superintendent shall have convenient access at all reasonable hours 
to the books, records, files, assets, securities, and other documents of such 
employee welfare fund, including those of any affiliated or subsidiary fund there- 
of, which are relevant to the examination, and shall have power to administer 
oaths and to examine under oath the trustees of such fund and their officers, 
agents, and employees and any other persons having custody or control of such 
books, records, files, assets, securities, or other documents, regarding any matter 
relevant to the examination. 

2. The examiner or examiners in charge of such examination shall make a true 
report of every examination made by him, verified under oath, which shall com- 
prise only facts appearing upon the books, records, or other documents of the 
trustees of such funds or as ascertained from the sworn testimony of its trustees, 
or their officers, agents, or employees, or other persons examined concerning its 
affairs, and such conclusions and recommendations as may reasonably be war- 
ranted from such facts. 

3. In connection with any such examination, the superintendent may appoint 
one or more competent persons as appraisers with authority to appraise any real 
property or any interest therein which, as security or otherwise, may constitute a 
part of the assets of any employee welfare fund. The report of such appraiser 
shall be a supplement to the report of the examiner or examiners in charge. 

§ 37-e. EXAMINATIONS; PUBLICATION. 1. All reports of examinations and in- 
vestigations, including any duly authenticated copy or copies thereof in the 
possession of any employee welfare fund, shall be confidential communications, 
shall not be subject to subpoena and shall not be made public unless, in the 
judgment of the superintendent, the ends of justice and the public advantage 
will be subserved by the publication thereof, in which event he may publish a 
copy of any such report or any part thereof in such manner as he may deem 
proper. 

2. In any action or proceeding against the trustees of any employee welfare 
fund, or against their officers, agents, or employees, such report, or any part 
thereof, if published by the superintendent, shall be admissible in evidence and 
shall be presumptive evidence of the facts stated therein. 

3. The superintendent may assemble and file for public inspection such infor- 
mation covering forms of trust indentures in use, commission and fee schedules 
adopted by insurers, and compensation paid to trustees of employee welfare 
funds and such other matters affecting the establishment and administration 
of such funds as, in his opinion, are in the public interest. 

§ 37-f. EXAMINATIONS; EXPENSES. The expenses of every examination of the 
affairs of any employee welfare fund, including any appraisal of real property, 
made pursuant to the authority conferred by any provision of this chapter, shall 
be borne and paid by the employee welfare fund so examined, but the superin- 
tendent, with the approval of the comptroller, may in his discretion for good 
cause shown remit such charges. For any such examination by the superin- 
tendent or a deputy superintendent personally, the charge made shall be only 
for necessary travelling expenses and other actual expenses. In all other cases 
the expenses of examination shall also include reimbursement for the com- 
pensation paid for the services of persons employed by the superintendent or by 
his authority to make such examination or appraisal. All charges, including 
necessary travelling and other actual expenses, as audited by the comptroller 
and paid on his warrant in the usual manner by the comptroller to the person 
or persons making the examination or appraisal, shall be presented to the 
trustees of the employee welfare fund in the form of a copy of the itemized 
bill therefor as certified and approved by the superintendent or a deputy super- 
intendent. Upon receiving such certified copy such trustees shall pay the 
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amount thereof to the superintendent, to be paid by him into the state treasury. 

§ 37-g. ANNUAL STATEMENT TO SUPERINTENDENT. The trustees of every employee 
welfare fund shall file in the office of the superintendent, annually within five 
months after the close of the fiscal year used in maintaining the records of such 
fund, a statement, to be known as the annual statement of such fund, executed 
in duplicate, verified by the oath of its trustee or, if there is more than one 
trustee, then by the oaths of at least two of such trustees, showing its condition 
and affairs during such fiscal year. Such fiscal year shall not be changed without 
the consent of the superintendent. ‘Such statement shall be in such form and 
contain such substantiation by vouchers and otherwise and such other informa- 
tion as the superintendent shall from time to time prescribe. The superintend- 
ent shall cause to be prepared and furnished to the trustees of every employee 
welfare fund required by law to report to him printed forms of the statements 
and schedules required by him. 

§ 37—h. SPECIAL STATEMENTS TO SUPERINTENDENT. In addition to any other 
statements or reports required by this article, the superintendent may also ad- 
dress to the trustees of any employee welfare fund or to their officers, agents or 
employees any inquiry in relation to the transactions or condition of the fund or 
any matter connected therewith. Every person so addressed shall reply in 
writing to such inquiry promptly and truthfully, and such reply shall be verified, 
if required by the superintendent, by such individual or individuals as he shall 
designate. 

§ 87-i. ANNUAL REPORTS TO EMPLOYERS AND EMPLOYEES. The trustees of every 
employee welfare fund shall, annually, within five months after the close of the 
fiscal year used in maintaining the records of such fund, file a report with the 
superintendent to be known as the annual report of such fund, verified by the 
oath of its trustee, or if there is more than one trustee, then by the oaths of at 
least two of such trustees, showing its condition and affairs during such fiscal 
year. Such report shall be in such form and contain such matters as the superin- 
tendent shall from time to time prescribe. Such annual report shall be kept on 
file with the superintendent and at the principal office of the trustees and such 
report, or such portion thereof as the superintendent shall deem appropriate and 
relevant, shall be made available by the superintendent or by the trustees, or 
both, for inspection by any employer contributing to such fund, by any labor 
organization which is a party to an agreement establishing such fund, or by 
any employee covered by such fund. In addition and to such extent that he 
deems it to be in the public interest, the superintendent may require the trustees 
to mail such report, or such portions thereof as the superintendent shall deem 
appropriate and relevant, to employees covered by the fund, to contributing 
employers or to any labor organization which is a party to an agreement estab- 
lishing such fund, or to any or all of such parties. 

§ 37—-j. ANNUAL STATEMENTS BY INSURANCE COMPANIES, SERVICE PLANS, AND 
CORPORATE TRUSTEES AND AGENTS. Any insurance company, hospital, surgical or 
medical service plan providing benefits under an employee welfare fund, and any 
corporate trustee or agent holding or administering all or any part of an employee 
welfare fund shall, within four months after the end of each policy or fiscal 
year, furnish to the trustees of the fund a statement of account setting forth 
such information relating to the fund as the trustees of the fund may need from 
in order to comply with the requirements of this article. 

§ 37-k. REGULATION UNDER OTHER LAWS. Where the trustees of any employee 
welfare fund are subject to and comply with the requirements of any law of 
this State other than this article or law of any other State or of the United 
States with respect to registration, filing, examination, statements, or reports, 
such requirements of this article may be waived by the superintendent with 
respect to any such fund or trustees or to the extent that they are included 
in such other laws. Application for such a waiver shall be made in writing to 
the superintendent on such forms as he may require and any waiver issued by 
him hereunder shall be in writing, and shall be filed in his office. The superin- 
tendent may, at any time, revoke any such waiver issued by him if, in his 
opinion, such other laws fail to accomplish adequately the purposes of this 
article. The action of the superintendent pursuant to this section shall be 
subject to judicial review. 

§ 37-1. COMPLIANCE AND ENFORCEMENT. 1. The trustees of every employee wel- 
fare fund shal] be responsible in a fiduciary capacity for all money, property, or 
other assets received, managed, or disbursed by them, or under their authority, 
on behalf of such fund. 
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2. (a) No trustee, employer, or labor organization representing any employees 
eligible for employee benefits under an employee welfare fund, and no oflicer, 
agent, or employee of any such trustee, employer, or labor organization shall 
receive, directly or indirectly, any payment, commission, loan, service or any 
other thing of value from any insurance company, insurance agent, insurance 
broker, or any hospital, surgical or medical service plan, in connection with the 
solicitation, sale, service or administration of a contract providing employee 
benefits for such fund, or receive any payment, commission, loan, service or any 
other thing of value from such employee welfare fund, or which is charged against 
such fund either directly or indirectly, except that any such person may receive 
any employee benefits to which he is otherwise entitled, and any such trustee, or 
his officer, agent, or employee, may receive from such employee welfare fund 
reasonable compensation for necessary services and expenses rendered or in- 
eurred by him in connection with his official duties as such: provided however, 
that nothing in this subdivision shall affect the payment of any dividend or rate 
eredit or other adjustment due under the terms of any insurance or annuity 
contract. 

(b) No insurance company, insurance agent or insurance broker and no hos- 
pital, surgical or medical service plan, shall either directly or indirectly, pay 
any commission, make any loan or give any other payment, service or any other 
thing of value to any trustee, employer or labor organization representing any 
employees eligible for employee benefits under an employee welfare fund or to 
any officer, agent or employee of any such trustee, employer or labor organiza- 
tion, in connction with the solicitation, sale, service or administration of a 
contract providing employee benefits for such fund. 

(c) The superintendent may, by regulation or order, and upon such terms and 
conditions as he may require, authorize or approve any transaction or transac- 
tions otherwise prohibited by this subdivision upon his finding that the trans- 
action or transactions promote or will promote the best interests of the relevant 
employee welfare funds, and do not or will not adversely affect the interests of 
the covered employees. 

8. (a) No insurance company shall pay any dividend or retrospective rate 
credit on any covering policy except by check payable to the affected employee 
welfare fund or by credit memo forwarded to such fund. 

(b) No employee welfare fund shall pay any premium on a covering policy 
except by check payable to the insurance company directly. 

4. No political contributions shall be made directly or indirectly by or from 
any employee welfare fund. 

5. The superintendent may impose a penalty of not to exceed twenty-five 
hundred dollars upon any trustee of any employee welfare fund subject to this 
article or upon his officer, agent or employee, or may remove such trustee, officer, 
agent or employee from office or employment, or both such penalty and removal, 
if after notice and a hearing he shall find that he has willfully failed to com- 
ply with the requirements of this article. Any such action of the superintendent 
under this subdivision shall be subject to judicial review. 

6. In any case where, after notice and a hearing, the superintendent finds 
that any employee welfare fund has been depleted by reason of any wrongful 
or negligent act or omission of a trustee or of any other person, he may transmit 
a copy of his findings to the attorney general, who may bring an action in the 
name of the people of the state, or intervene in an action brought by or on be- 
half of an employee, for the recovery of such fund for the benefit of the employ- 
ees and such other persons as may have an interest in the fund. 

7. Any person who willfully violates or causes or induces the violation of any 
provision of this article or any regulation hereunder shall be guilty of a mis- 
demeanor. 

§37-m. InvyuNcTIons. The superintendent may maintain and prosecute in 
the name of the people of the state an action against any trustee or any other per- 
son or persons subject to the provisions of this article, for the purpose of obtaining 
an injunction restraining such person or persons from doing any acts in violation 
of the provisions of this article. In such action if the court finds that a defend- 
ant is threatening or is likely to do any act or acts in violation of this article, 
and that such violation will cause irreparable injury to the interests of the people 
of this state or the beneficiaries of the employee welfare fund involved, the 
court may grant an injunction restraining such violation. The court may, on 
motion and affidavits, grant a preliminary injunction ex parte and an interlocu- 
tory injunction, upon such terms as may be just; but the people of the state 
shall not be required to give security before the issuance of any such injunction, 
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§ 37-n. SUPPLEMENTRAY REGULATIONS; EXTENSIONS OF TIME. 1. The superin- 
tendent may from time to time promulgate appropriate supplementary rules 
and regulations designed to carry out the express provisions and purposes of 
this article. 

2. For good cause shown, the superintendent may grant reasonable extensions 
of time for doing any act required by this article. 

§ 37-0. Construction. Nothing in this article shall be construed to relieve the 
trustees of any employee welfare fund from compliance with any other provision 
of this chapter or any other applicable laws of this state. 

§ 37—-p. SeparasBriity. If any provision of this article or the application of 
such provision to any person or circumstance shall be held invalid, the remainder 
of this article and the application of such provision to persons or circumstances 
other than those as to which it is held invalid shall not be affected thereby. 
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§$ 60. DECLARATION OF PoLICcy. It is hereby declared to be the policy of the state 
that employee welfare funds are of great benefit to employees and their families 
and that their growth should be encouraged; that the establishment and man- 
agement of such funds viially affect the well-being of millions of people and are 
in the public interest; and that such funds should be supervised by the state to 
the extent necessary to protect the rights of employees and their families, with- 
out imposing burdens upon such funds which might discourage their orderly 
growth and without duplicating the supervisory responsibilities presently vested 
in any state agencies. 

§ 61. Derrinitions. 1. Employee welfare funds. The term “employee welfare 
fund,” as used in this article, shall mean any trust fund or other fund estab- 
lished or maintained by or on behalf of one or more employers together with 
one or more labor organizations to provide employee beneliits, by the purchase of 
insurance or annuity contracts or otherwise, with the overall management of 
such fund vested, alone or jointly with other trustees, in a corporate trustee 
which is subject to supervision by the superintendent of banks of this state or 
any other state or is a member of the federal reserve system, and to which fund 
is paid or contracted to be paid anything, other than income from investments 
of such fund, for the benefit of employees employed in this state, and, if the 
principal office of the employer is located outside of the state, for at least twenty 
such employees. 

2. Employee benefits. The term “employee benefits”, as used in this article, 
shall mean one or more benefits or services for employees or their families or 
dependents, or for both, including, but not limited to, medical, surgical or hos- 
pital care or benefits, benefits in the event of sickness, accident, disability, or 
death, benefits in the event of unemployment, or retirement benefits. 

3. Trustees. The term “trustee”, as used in this article, shall mean any per- 
son, firm, association, organization, joint stock company or corporation, whether 
acting individually or jointly and whether designated by that name or any 
other, who or which is charged with or has the management of any employee 
welfare fund; provided, however, such term shall not include a corporate trustee 
which is subject to supervision by the superintendent of banks of this state or 
any other state or is a member of the federal reserve system and which acts 
merely as a depository of any such fund and performs no other function with 
respect thereto; nor shall such term include any insurer licensed under the laws 
of this state or authorized to do business herein when performing only those 
functions normally performed by insurers acting as such. 
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4. Superintendent. The term “superintendent”, as used in this article, shall 
mean the superintendent of banks. 

5. Employed in this state. The term “employed in this state”, as used in this 
article, shall mean employed at a place of business maintained by the employer 
in the state of New York. 

6. Employer. The term “employer”, as used in this article, shall mean all per- 
sons part or all of whose employees or members are covered by an employee 
welfare fund. 

7. Person. The term “person’’, as used in this article, shall mean all individ- 
uals (acting alone or in representative capacities), partnerships, associations, 
corporations, labor unions and other entities. 

§ 62. ReGistTRATION. 1. The trustees of every employee welfare fund shall 
register such fund with the superintendent within three months after the effec- 
tive date of this article, and the trustees of every employee welfare fund com- 
mencing to do business in this state after the effective date of this article shall 
register such fund with the superintendent within three months after so com- 
mencing. Such registration shall be in such form and shall contain such infor- 
mation relating to the organization, operations and affairs of such fund as may 
be prescribed by the superintendent. 

2. If it is found that the conditions which originally required registration 
with the superintendent of banks have ceased to exist and that new conditions 
exist which would not require the registration of an employee welfare fund with 
either the superintendent of banks or the superintendent of insurance, then the 
superintendent of banks may, on application of the trustees or on his own motion, 
eancel the registration of such fund. 

§ 63. EXAMINATIONS; AUTHORIZATION AND REQUIREMENT. 1. The superintend- 
ent may examine into the affairs of any employee welfare fund as often as he 
deems it necessary, and he shall do so at least once in every five years. 

2. The trustees of every employee welfare fund shall be responsible for the 
maintenance of accurate records of its books and accounts in conformance with 
generally accepted accounting principles and with any regulations prescribed 
with regard thereto. 

§ 64. EXAMINATIONS; PUBLICATION. 1. All reports of examinations and investi- 
gations, including any duly authenticated copy or copies thereof in the possession 
of any employee welfare fund, shall be confidential communications, shall not 
be subject to subpoena and shall not be made public unless, in the judgment of 
the superintendent, the ends of justice and the public advantage will be sub- 
served by the publication thereof, in which event he may publish a copy of any 
such report or any part thereof in such manner as he may deem proper. 

2. In any action or proceeding against the trustees of any employee welfare 
fund, or against their officers, agents, or employees, such report, or any part 
thereof, if published by the superintendent, shall be admissible in evidence and 
shall be presumptive evidence of the facts stated therein. 

3. The superintendent may assemble and file for public inspection such in- 
formation covering forms of trust indentures in use and compensation paid to 
trustees of employee welfare funds and such other matters affecting the estab- 
lishment and administration of such funds as, in his opinion, are in the public 
interest. 

§ 65. EXAMINATIONS; EXPENSES. The expenses of every examination of the 
affairs of any employee welfare fund, including any appraisal of real property, 
made pursuant to the authority conferred by any provision of this chapter, shall 
be borne and paid by the employee welfare fund so examined, but the super- 
intendent, with the approval of the comptroller, may in his discretion for good 
-ause shown remit such charges. For any such examination by the superin- 
tendent or a deputy superintendent personally, the charge made shall be only 
for necessary travelling expenses and other actual expenses. In all other cases 
the expenses of examination shall also include reimbursement for the compensa- 
tion paid for the services of persons employed by the superintendent or by his 
authority to make such examination or appraisal. All charges, including neces- 
sary travelling and other actual expenses, as audited by the comptroller and 
paid on his warrant in the usual manner by the comptroller to the person or 
persons making the examination or appraisal, shall be presented to the trustees 
of the employee welfare fund in the form of a copy of the itemized bill therefor 
as certified and approved by the superintendent or a deputy superintendent. 
Upon receiving such certified copy such trustees shall pay the amount thereof to 
the superintendent, to be paid by him into the state treasury. 
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$66. ANNUAL STATEMENT TO SUPERINTENDENT. The trustees of every em- 
ployee welfare fund shall file in the office of the superintendent, annually within 
five months after the close of the fiscal year used in maintaining the records of 
such fund, a statement, to be known as the annual statement of such fund, 
executed in duplicate, verified by the oath of its trustee or, if there is more than 
one trustee, then by the oaths of at least two of such trustees, showing its condi- 
tion and affairs during such fiscal year. Such fiscal year shall not be changed 
without the consent of the superintendent. Such statement shall be in such form 
and contain such substantiation by vouchers and otherwise and such other in- 
formation as the superintendent shall from time to time prescribe. The superin- 
tendent shall cause to be prepared and furnished to the trustees of every em- 
ployee welfare fund required by law to report to him printed forms of the state- 
ments and schedules required by him. 

§ 67. SPECIAL STATEMENTS TO SUPERINTENDENT. In addition to any other state- 
ments or reports required by this article, the superintendent may also address 
to the trustees of any employee welfare fund or to their officers, agents or em- 
ployees any inquiry in relation to the transactions or condition of the fund or 
any matter connected therewith. Every person so addressed shall reply in 
writing to such inquiry promptly and truthfully, and such reply shall be verified, 
if required by the superintendent, by such individual or individuals as he shall 
designate. 

§ 68. ANNUAL REPORTS TO EMPLOYERS AND EMPLOYEES. The trustees of every 
employee welfare fund shall, annually, within five months after the close of the 
fiscal year used in maintaining the records of such fund, file a report with the 
superintendent to be known as the annual report of such fund, verified by the 
oath of its trustee, or if there is more than one trustee, then by the oaths of at 
least two of such trustees, showing its condition and affairs during such fis- 
cal year. Such report shall be in such form and contain such matters as the 
superintendent shall from time to time prescribe. Such annual report shall 
be kept on file with the superintendent and at the principal office of the trustees 
and such report, or such portion thereof as the superintendent shall deem ap- 
propriate aud relevant, shall be made available by the superintendent or by 
the trustees, or both, for inspection by any employer contributing to such fund, 
by any labor organization which is a party to an agreement establishing such 
fund, or by any employee covered by such fund. In addition and to such ex- 
tent that he deems it to be in the public interest, the superintendent may re- 
quire the trustee to mail such report, or such portions thereof as the superin- 
tendent shall deem appropriate and relevant, to employees covered by the 
fund, to contributing employers or to any labor organization which is a party to 
an agreement establishing such fund, or to any or all of such parties. 

§ 69. ANNUAL STATEMENTS BY CORPORATE TRUSTEES AND AGENTS, INSURANCE 
COMPANIES AND SERVICE PLANS. Any corporate trustee or agent holding or ad- 
ministering all or any part of an employee welfare fund, and any insurance 
company or hospital, surgical or medical service plan providing benefits under 
an employee welfare fund shall, within four months after the end of each policy 
or fiseal year, furnish to the trustees of the fund a statement of account set- 
ting forth such information relating to the fund as the trustees of the fund 
may need from it in order to comply with the requirements of this article. 

§ 70. REGULATION UNDER OTHER LAWS. Whiere the trustees of any employee wel- 
fare fund are subject to and comply with the requirements of any law of this state 
other than this article or law of any other state or of the United States with 
respect to registration, filing, examination, statements or reports, such require- 
ments of this article may be waived by the superintendent with respect to any 
such fund or trustees to the extent that they are included in such other laws. 
Application for such a waiver shall be made in writing to the superintendent 
on such forms as he may require and any waiver issued by him hereunder 
shall be in writing and shall be filed in his office. The superintendent may, at 
any time, revoke any such waiver issued by him if, in his opinion, such other 
laws fail to accomplish adequately the purposes of this article. The action of 
the superintendent pursuant to this section shall be subject to judicial re- 
view. 

§ 71. COMPLIANCE AND ENFORCEMENT. 1. The trustees of every employee wel- 
fare fund shall be responsible in a fiduciary capacity for all money, property, or 
other assets received, managed or disbursed by them, or under their authority, 
on behalf of such fund. 
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2. (a) No trustee, employer or labor organization representing any employees 
eligible for employee benefits under an employee welfare fund, and no officer, 
agent or employee of any such trustee, employer or labor organization shall 
receive, directly or indirectly, any payment, commission, loan, service or any 
other thing of value from any insurance company, insurance agent, insurance 
broker or any hospital, surgical or medical service plan, in connection with the 
solicitation, sale, service or administration of a contract providing employee 
benefits for such fund, or receive any payment, commission, loan, service or any 
other thing of value from such employee welfare fund, or which is charged 
against such fund either directly or indirectly, except that any such person may 
receive any employee benefits to which he is otherwise entitled, and any such 
trustee, or his officer, agent or employee, may receive from such employee wel- 
fare fund reasonable compensation for necessary services and expenses rendered 
or incurred by him in connection with his official duties as such: Provided, how- 
ever, That nothing in this subdivision shall affect the payment of any dividend 
or rate credit or other adjustment due under the terms of any insurance or 
annuity contract. 

(b) No insurance company, insurance agent or insurance broker and no 
hospital, surgical or medical service plan, shall either directly or indirectly, pay 
any commission, make any loan or give any other payment, service or any other 
thing of value to any trustee, employer or labor organization representing any 
employees eligible for employee benefits under an employee welfare fund or to 
any officer, agent or employee of any such trustee, employer or labor organiza- 
tion, in connection with the solicitation, sale, service or administration of a 
eontract providing employee benefits for such fund. 

(c) The superintendent may, by regulation or order, and upon such terms and 
conditions as he may require, authorize or approve any transaction or trans- 
actions otherwise prohibited by this subdivision upon his finding that the trans- 
action or transactions promote or will promote the best interests of the relevant 
employee welfare funds, and do not or will not adversely affect the interests of 
the covered employees. 

3. (a) No insurance company shall pay any dividend or retrospective rate credit 
on any covering policy except by check payable to the affected employee welfare 
fund or by credit memo forwarded to such fund. 

(b) No employee welfare fund shall pay any premium on a covering policy 
except by check payable to the insurance company directly. 

4. No political contributions shall be made directly or indirectly by or from 
any employee welfare fund. 

5. The superintendent may impose a penalty of not to exceed twenty-five hun- 
dred dollars upon any trustee of any employee welfare fund subject to this 
article or upon his officer, agent,, or employee, or may remove such trustee, 
officer, agent, or employee from office or employment, or both such penalty and 
removal, if after notice and a hearing he shall find that he has wilfully failed 
to comply with the requirements of this article. Any such action of the super- 
intendent under this subdivision shail be subject to judicial review. 

6. In any ease where, after notice and a hearing, the superintendent finds 
that any employee welfare fund has been depleted by reason of any wrongful 
or negligent act or omission of a trustee or of any other person, he may transmit 
a copy of his findings to the attorney general, who may bring an action in the 
name of the people of the state, or intervene in an action brought by or on 
behalf of an employee, for the recovery of such fund for the benefit of the em- 
ployees and such other persons as may have an interest in the fund. 

7. Any person who wilfully violates or causes or induces the violation of any 
provision of this article or any regulation hereunder shall be guilty of a mis- 
demeanor. 

§ 72. InsuNcTION. The superintendent may maintain and prosecute in the 
name of the people of the state an action against any trustee or any other per- 
son or persons subject to the provisions of this article, for the purpose of obtain- 
ing an injunction restraining such person or persons from doing any acts in 
violation of the provisions of this article. In such action if the court finds that 
a defendant is threatening or is likely to do any act or acts in violation of this 
article, and that such violation will cause irreparable injury to the interests of 
the people of this state or the beneficiaries of the employee welfare fund in- 
volved, the court may grant an injunction restraining such violation. The 
court may, on motion and affidavits, grant a preliminary injunction ex parte 
and an interlocutory injunction, upon such terms as may be just; but the people 
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of the state shall not be required to give security before the issuance of any such 
injunction. 

§ 73. SUPPLEMENTARY REGULATIONS; EXTENSIONS OF TIME. 1. The superintend- 
ent may from time to time promulgate appropriate supplementary rules and 
regulations designed to carry out the express provisions and purposes of this 
article. 

2. For good cause shown, the superintendent may grant reasonable exten- 
sions of time for doing any act required by this article. 

§ 74. Construction. Nothing in this article shall be construed to relieve the 
trustees of any employee welfare fund from compliance with any other pro- 
vision of this chapter or any other applicable laws of this state. 

§ 75. Separapiuity. If any provision of this article or the application of such 
provision to any person or circumstance shall be held invalid, the remainder of 
this article and the application of such provision to persons or circumstances 
other than those as to which it is held invalid shall not be affected thereby. 

(Supplemental information relating to the New York State law 
appears: in the appendix, p. 555.) 

Senator Kennepy. Senator Allott? 


STATEMENT OF HON. GORDON ALLOTT, UNITED STATES SENATOR 
FROM THE STATE OF COLORADO 


Senator Autxtorr. I have only a very brief statement which I wish to 
make at this time. So that the record will be clear, I was also a mem- 
ber of the subcommittee which went into this matter in the 84th Con- 
gress under the chairmanship of the distinguished Senator from Illi- 
nois, Mr. Douglas, and I might say here that I think, in all fairness 
to everyone, that he and the other members of the subcommittee should 
be congratulated upon the very fair, impartial, and objective manner 
in which this work was carried on. 

Certain things need to be clarified at the beginning of this situation. 
The first of these is this: That these reports and the investigations 
carried on by that subcommittee do not show an allover need for Fed- 
eral and national legislation covering all funds at this time. I think 
that fact is outstanding and is the beginning of all reasoning upon this 
matter. 

No. 2, I am concerned that we write a bill—and I think this sub- 
committee is going to have to write it—which covers the areas in which 
the greatest abuses have occurred and appear to be occurring. 

No. 3, I have offered last Wednesday a bill, S. 2137, which contains 
a great many of the features which have been discussed by the investi- 
gating subcommittee and which are a part of the Douglas bill and the 
administration bill, the latter of which I cosponsored, which limits 
the legislation to the areas in which we found the abuses to have oc- 
curred. As these proceedings progress, I believe that the testimony will 
show that this bill would reach the areas which primarily need polic- 
ing and regulating. 

No. 4, it occurs to me that it would be very easy for Congress at this 
time to get into a situation where we would be creating a multi-million- 
dollar bureau here with I am not sure—and that is one thing I hope to 
bring out—how many employees, who will be required to cover the 
field or do the work that is embraced within the Douglas bill. 

If we do this and find ourselves having a Hydra-headed monster on 
our hands with great expense for administration, I am sure we shall 
all regret it, because the States are slowly awakening to their own 
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responsibilities in this field and will take it over, eventually, just as 
they are the primary legislators in the insurance field. 

Therefore, as my fourth point, it occurs to me that one of the most 
important things this subcommittee has to look at is the immediate 
need, coupled with what we can see in the near future, together with 
the the maintenance of intention of some form of legislation which 
will keep us from building another multimillion Federal bureau which 
will not be needed and is not even needed at this time, considering the 
size. 

The investigating subcommittee estimated that there would be 30,- 
000 reports which might have to be examined; it is my personal opin- 
ion that it is 50,000, and I heard in an indirect way that the Depart- 
ment of Labor places this figure at a much higher figure. 

The proper examination into these reports to determine whether 
they represent a true picture, to determine their clarity and their fruit- 
fulness, to determine whether there is something wrong with that 
particular plan, so that an investigation can be made—that examination 
can only involve thousands of people, in my opinion; particularly 
when you consider the policing which in a very short time could rival 
the size of the Internal Revenue Department. 

That’s all I have to say at this time, Mr. Chairman. But I think 
it gives briefly my own views on this matter, 

Senator KenNepy. Thank you, very much, Senator Allott. 

Senator Murray ¢ 

Senator Murray. I have no statement to make. I am here because 
of the importance of this hearing this morning and a desire to hear 
the testimony that is going to be given by the important witnesses 
we have. 

Senator Kennepy. Senator Douglas, it is a pleasure to have you 
here because of your leadership in the investigation and we are glad 
to have you here to hear from you. 


STATEMENT OF HON. PAUL H. DOUGLAS, UNITED STATES SENATOR 
FROM THE STATE OF ILLINOIS 


Senator Dovcias. Mr. Chairman and members of the committee, 
I appreciate your invitation to testify on S. 1122, a bill to provide 
for the compulsory reporting and disclosure of the receipts of em- 
ployee welfare and pension funds and how this money is spent and 
distributed. 

I may say I also appreciate the personal compliments of the chair- 
man and of Senators Ives and Allott. Senators Ives and Allott were 
very valuable members of the investigating subcommittee, and we 
worked together in a most cooperative fashion and had no serious 
disagreements between ourselves in connection with the investigation. 

I wish to thank them for the part they played. 

I would also like to point out Senator Murray was a member of that 
subcommittee and did very good work and Senate 1122 is sponsored 
by Senator Murray, Senator Ives, and myself. 

While the history of what led up to the introduction of this bill is 
fresh in the memory of the members of this subcommittee, a brief 
statement should be made, for the sake of the record, to show that this 
is no hastily conceived legislation, but that it is, instead, based upon 
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an extensive investigation and a careful consideration of the issues 
involved. 
I. HISTORY OF INVESTIGATION 


The appointment of a special subcommittee to investigate employee 
welfare and pension funds and to propose appropriate legislation to 
protect and conserve them was authorized in 1954 by Senate Resolu- 
tions 225 and 270 of the 83d Congress. 

Senator Irving M. Ives was appointed chairman of the subcom- 
mittee. A competent staff was employed, and the investigation was 
begun in the spring of 1954. 

With the advent of the 84th Congress in January 1955, I was 
appointed as chairman. Most of the same staff were continued, regard- 
less of their political affiliations, and the inquiry continued. Extended 

ublic hearings were held in March, April, July, November, and 
cember of 1955. In all 1,619 pages of testimony were taken in 
public hearings and a great deal of material was gathered in executive 
sessions. In addition, by field studies and questionnaires, material 
was gathered from hundreds of welfare and pension plans and from 
banks and insurance companies. 

We take legitimate pride in the care we exercised to protect the 
rights of witnesses and those affected. Evidence was sifted in execu- 
tive sessions, the proceedings of which were kept secret and not leaked 
to the press. 

Men likely to be reflected upon adversely in public hearings were 
invited to be present and given an opportunity to reply. 

Witnesses were accorded the right of counsel, ie were permitted 
to make brief arguments and statements. Full opportunity was 
offered as nearly as was humanly possible for those under inquiry to 
get their statements to the press on equal terms with the adverse testi- 
mony against them. 

The subcommittee felt that it was taken advantage of by certain 
crucial witnesses who developed sudden and mysterious ailments which 
they alleged prevented their testifying. 

But its conscience was clear and it felt that it had conducted its 
investigations with fidelity to its primary task of determining what 
legislation, if any, was needed, and with due respect to the rights of 
the individual. 

An interim report was submitted by the subcommittee under the 
chairmanship of Senator Ives in January 1955, another interim report 
in July 1955, and a final report of 365 pages was issued by the sub- 
committee on April 16, 1956. 

These recommendations made by the majority of the subcommittee; 
namely, Messrs. Douglas, Ives, and Murray were incorporated in a 
bill introduced in May 1956 by the three members in question. This 
bill was S. 3873. One member of the subcommittee, Mr. Allott, while 
dissenting from the majority on the proposed coverage of the recom- 
mended legislation, was in agreement on virtually all other points. 

We found the great majority of the plans were being honestly and 
responsibly administered. Nevertheless, the investigations of the sub- 
committee, as confirmed by public hearings. revealed gross abuses in 
connection with the welfare funds of the Laundry Workers Inter- 
national Union, and similar light was thrown upon the Wine and 
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Distillery Workers Union, and locals of the Allied Industrial Workers 

and Bricklayers and Masons. 
The information which our subcommittee obtained by means of its 
subpena powers and its ability to put witnesses under oath, enabled 
ate to proceed vigorously against 


the executive council of the AFL- 
these unions. 

The Laundry Workers Union has been suspended from the fed- 
eration and faces final expulsion. The Allied Industrial Workers and 
the Wine and Distillery Workers have been put on a year’s probation. 
These two latter unions have effected a partial cleanup, but the execu- 
tive council will require further reforms before the unions are 
restored to good standing. 

The subcommittee, therefore, helped to furnish the basis for the 
internal cleanup which the AFL-CIO has been carrying out with 

vigor and with every indication of determination. 

In addition, criminal prosecutions have been started in several in- 
stances as a result of the evidence which the committee developed. 

Because of the pressure of work and changes in committee assign- 
ments, it was not possible for the Senate Committee on Labor and 
Public Welfare to consider S. 3873 before the end of the session in 
the 84th Congress. Therefore, at the beginning of this session, in 
conjunction with Senators Ives and Murray, T reintroduced this 
measure in substantially the same form, and it is this bill (S. 1122) 
which is now before your committee. 


Il. FINDINGS OF THE COMMITTEE 


As a result of the investigations of our committee, we came to cer- 
tain very definite conclusions. 

1. Private welfare and pension plans have grown to enormous 
proportions in this country and involve the use of tremendous amounts 
of tax-exempt funds. The Government has therefore a grave respon- 
sibility to see that they are soundly administered, that the rights of 
the beneficiaries are protected, and that the public interest is fur- 
thered. When we published our report approximately a year ago, we 
estimated the annual contributions to these funds amounted to approx- 
imately $7 billion a year and that the total reserves, primarily for 
future pension payments, were in 1954 approximately $27 billion. 

Since then, the size of the funds has increased rapidly. A recent 
article in the press states that the employ ee reserves of employee and 
pension funds amount now to over $40 billion. Whether or not these 
estimates are exact, there can be no doubt that the size and importance 
of the funds are increasing rapidly. 

Over 75 million persons, including both employees and their de- 
pendents, are covered to some degree by these welfare and pension 
plans. About 29 million of those are employees and 46 million their 
dependents. 

Broadly speaking, the welfare plans provide benefits for hospi- 
talization, sickness, and life insurance, while the pension plans pro- 
vide retirement benefits. 

In terms of administration, there are four main groups: 

(1) The single employer- administered plans. These are by far 
the most important, estimated to cover about 90 percent of the total 
employees covered by all such plans. 





44 WELFARE AND PENSION PLANS LEGISLATION 


(2) The single employer-union jointly administered plans. 

3) Multiunion, jointly administered employer-union plans. 
roups No, 2 wo 3 cover probably 8 percent of the total number 
of employees under all plans. 

(4) Wholly ore etal lilt plans, which form about 2 percent 
of the total number of plans. 

The plans may be contributory or noncontributory and installed 
either by the employers alone or by collective agreement. We found 
that the workers on the whole contribute about 35 percent of the total 
and the employers 65 percent. In the case of the employer- 
administered plan, they may be either on (a) a cents-per-hour or 
percentage-of-payroll basis, that is based on contributing given 
amounts, or (6) upon a level-of-benefits basis, in which the benefits 
are guaranteed but the contributions may vary. 

The latter type of plan is one in which the employer agrees merely 
to provide a scale of benefits for certain risks and then meets the costs 
in excess of employee contributions either directly or by insurance. 

2. The Government permits employers to deduct from taxable in- 
come the cost of their contributions to pension and welfare funds and, 
hence, makes these contributions tax-exempt. 

Furthermore the income from the investment of the reserves has 
also been held to be tax-exempt. 

It would thus seem clear that these funds are affected by a public 
interest. 

3. These funds for protection against sickness, old age, and death 
fundamentally belong to the beneficiaries. Those who administer 
the funds are in effect trustees. As such they have an obligation to 


be economical and efficient, and they should not seek to profit them- 
selves from the moneys thus collected. 

4, The courts. have held that the contributions of employers to 
these welfare and pension funds are in the nature of other compensa- 


tion or “deferred pay.” Originally the contributions of the employers 
J S 


were held to be gratuities which could be terminated at will. Begin- 
ning in the 1930’s the courts have held, and we are prepared to submit 
a series of decisions on this point, that these contributions are deferred 
pay offered to the employee as an inducement to join the given firm 
or firms, 

The majority of the subcommittee therefore concluded that the 
employees, as the ultimate beneficiaries of such protection, are the 
potential recipients of such deferred compensation and have a mora] 
right to know the financial details of these plans. 

5. Because of the present lack of legal standards for the admin- 
istration of these funds, grave abuses have developed which need 
remedying. 

6. The absence of effective and adequate State standards requires 
some Federal action. This need for Federal action is increased by 
the interstate operations of most large business concerns and the 
presence of national labor unions. 

7. Such Federal action should, however, be confined to reporting 
and disclosure, leaving detailed regulation to the States. , 

8. Any legislation which is passed should be for a limited period 
of time so that amending or discontinuing the act should be easier 
if this should develop to be the wisest course. 
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Now Mr. Chairman and members, may I analyze S. 1122, which 
I think you have before you. 


iI. ANALYSIS OF 8S, 1122 


1. General objectives: We have drafted S. 1122, which as I have 
said, is sponsored by Senators Ives and Murray as well, to carry out 
the moderate and well-supported recommendations. drawn from our 
2-year study. 

The bill basically provides for registration, reporting, and dis- 
closure of all essential financial data by employee welfare and pension 
plans. This seemed to our subcommittee to be the minimum, uniform 
protection that the Federal Government should furnish for the mil- 
lions of beneficiaries and their employers—and for the Federal Treas- 
ury, which treats contributions to such plans as allowable deductions 
in figuring employers’ tax liabilities. 

Disclosure, we believe, will lead to more careful accounting sys- 
tems, better management of the plans, sounder investments, more 
responsible trusteeship, and a more active interest on the part of em- 
ployers and employees alike. When the operations of these plans are 
well exposed to public view, we are convinced that many dubious 
and bad practices will disappear without the necessity of Federal 
regulation. 

S. 1122 is not a regulatory bill. That power of regulation is left 
to the States. It is only a disclosure bill, with obvious added protec- 
tions against perjury and embezzlement. Disclosure, we believe, will 
serve not only as a deterrent to abuses, but also as an aid to self- 
policing by those among the unions, employers, banks, and insur- 
ance companies who recognize voluntary restraints as a desirable 
alternative to more stringent Federal regulation. 

Only those with something to hide will have anything to fear from 
these requirements of registration, reporting, and disclosure. 

2. Basis of Federal jurisdiction: The declaration of policy in sec- 
tion 2 of S. 1122 sets forth in a series of findings the general situation 
giving rise to this legislation and the basis of Federal jurisdiction. 
Welfare and pension plans, it states, affect the well-being and security 
of millions of employees and their dependents, the stability of labor 
management relations, Federal revenues, the free flow of commerce 
between the States, and the general welfare. Because of abuses and 
opportunities for abuses that have developed in the operation of these 
alana owing to the lack of employee and public knowledge concern- 
mg their operation, it is declared to be essential for the protection 
of those Federal interests to provide by law for full disclosure. 

3. Extent of coverage: S. 1122 applies to all welfare and pension 
plans—except those covering less than 25 employees—whether such 
plans are “established by employers or employee organizations, or by 
both.” 

I emphasize, and shall later discuss in more detail, this breadth of 
coverage under S. 1122 because I deem it essential to the effectiveness, 
balance, and fairness of this legislation that there be no exemption 
as proposed by some for all employer-administered plans, which cover, 
as I have stated, in the aggregate about 90 percent of the employee 
beneficiaries under welfare and pension plans. 
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The definitions in section 3 (a) (1) and (2) make this breadth 
of coverage quite specific and clear, and also state quite broadly the 
types of welfare and retirement-benefit plans to which the law will 


apply. 

Plans established and administered by Federal, State, or local gov- 
ernments, or to comply with workmen’s compensation laws, or as a 
corollary to a tax-exempt. organization or fraternal benefit society are 
exempt (sec. 4 (2) (3) and (4)). 

In addition to the outright exemption of all plans covering less than 
25 employees (sec. 4 (1)), the more comprehensive reporting and 
disclosure requirements are regularly applied only to those plans that 
cover 100 or more employees (sec. 6 (a)). The administering agency 
in our bill, the SEC, however, is given discretion to require plans 
covering 25-99 employ ees to make reports and disclosure when “such 
action is necessary to accomplish the objectives of the act” (sec. 
6 (b)). But we conceived of this as highly exceptional. 

The exemption of the smallest plans (under 25) outright and the 
virtual exemption of the next smallest group (25-99) from all but 
the modest registration provisions would save the smallest concerns 
from the inevitable paperwork of full reporting and the administer- 
ing agency from the heavy burden of analyzing numerous complex 
reports which in the aggregate we estimated would only cover a small 
part of all the beneficiaries. 

Some idea of the saving in workload all around is given by the 
subcommittee staff estimates, based on OASI figures, that of a pos- 
sible total of over 500,000 plans, only 175,000 would be required to 
register and only about 30,000 would be required to make reports and 
disclosure. 

I would be very much interested if that figure is challenged and I 
think the detailed statistics on this should be produced. 

Covering only the larger plans by the law should therefore extend 
the law’s protections to the overwhelming majority of beneficiaries, 
reduce the administrative load to more workable size, and keep the 
law’s operation in the most clearly recognized realm of Federal juris- 
diction. 

4. Registration: The first affirmative requirement of S. 1122 is that 
persons “responsible for the management of any welfare or pension 
plan covering 25 or more employees shall register it with the agency 
within 90 days after the effective date of this act or after the estab- 
lishment of the plan (sec. 5). 

This registration is designed to be simple, furnishing merely iden- 
tifying information respecting the plan—size and type of plan, 
whether or not it is collectively bargained, the names and addresses 
of persons managing, their official position with the union or em- 
ployer, copies of the plan or other agreement, source of the financing, 
and whether the plan is operated on a calendar or fiscal year basis. 

Let me recall that this rather modest registration provision is, save 
for the exceptional circumstances prev iously noted, the sole require- 
ment for plans covering from 25 to 100 employees. 

5. Reporting: For every plan which with closely related plans, 
covers 100 or more employees S. 1122 requires in the second place the 
filing of annual reports (sec. 6). This is the real heart of the meas- 
ure. 
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The obligation to file reports is placed upon the persons responsible 
for the management of the plan. Reports are due 120 days after the 
end of the calendar, policy, or fiscal year, depending upon its own 
method of bookkeeping. 

The administering agency is authorized to prescribe the form of 
the report, but S. 1122 specifies rather fully the information which 
shall be required. It is designed to cover all of the essential data on 

lan’s financial operations and status. 

* hus the bill requires for all plans information concerning the 
structure and administration of the plan, benefit schedules, substan- 
tial changes or amendments in the sient names of trustees and their 
relationship to the employer or union, and the names of all employers 
and unions involved (sec. 6 (c) (1)). It also requires financial data, 
based upon a comprehensive audit certified to by an independent pub- 
lic accountant, covering the amount and source of contributions, num- 
ber of employees covered, receipts, expenses, benefits paid, reserves 
and all salaries and fees (sec. 6 (c) (2)). Banks’ and insurance com- 
panies’ records, however, which regularly are examined by a govern- 
mental agency, are exempted from such an audit. 

In other words, we require that there shall be either an independent 
or governmental audit of the finances of these funds. 

If benefits are provided by an insurance carrier, the required infor- 
mation includes premiums paid, claims incurred and paid, dividends, 
commissions, fees, retentions, and the names of all brokers, agents, or 
others to whom commissions or fees were paid, and the amounts thus 
paid ; now I emphasize that point. 

Appropriate alternatives are permitted when the insurance carrier 
does not maintain individual accounts for specific plans. The insur- 
ance carrier is required in the bill to certify to the managers of the 
plan the information just specified (sec. 6 (d)). 

Let me note in passing at this point that nothing in S. 1222 in any 
way regulates the size of the fees, commissions, retentions, etc., or 
the basic terms of the plans, or the methods of their operation, or the 
persons who may be permitted to manage them or to receive fees and 
commissions. In common parlance, the bill just seeks to “reveal the 
facts.” 

In the case of pension plans, or welfare plans which have a reserve 
fund, the report would have to include general information on the 
type of funding, service liabilities, actuarial assumptions, and the 
number of retired and nonretired employees covered; summary data 
concerning the reserves and the types of investment (giving cost or 
present value, whichever is lower); and detailed information on (a) 
all investments in properties of any party in interest, (2) any invest- 
ment in any one security which exceeds 5 percent of the reserve fund, 
and (c) any investment in one security which exceeds 10 percent of 
the outstanding securities of that issue (sec. 6 (f) (1)). 

Note again that S. 1122 does not regulate in any way the very basic 
matter of investment policy. It does, however, through the require- 
ment of more detailed reporting on some facts, run up a most desirable 
warning flag in reference to possible conflicts of interest, inadequate 
diversification of investments, or potential uses of substantial reserve 
funds in management contests. Some may criticize the subcommittee 
for not going further in this respect. But we have adhered strictly 
to the basic plan of disclosure, not regulation. 
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In requiring that most data concerning reserves and investments be 
reported only in summary form by types of investment and not in 
detail as to each security holding, the subcommittee heeded the fears 
of fund managers who declared that detailed disclosures of invest- 
ment portfolios would affect the market and interfere with proper 
investment programs. 

While these fears may not be altogether well-founded, the bill was 
drafted to require detailed investment reporting only on those items 
that all agree clearly raise problems—namely, investments in the em- 
ployers’ own assets, investments that suggest inadequate diversifica- 
tion, and investments in such a large proportion of securities of one 
company as to afford the pension fund unduly strong voting power 
in the company’s affairs. 

For unfunded pension plans, the reports must include benefits 
paid over a 5-year period, retired and nonretired employees covered, 
actuarial evaluations, an estimate of the plan’s liabilities and a finan- 
cial statement (sec. 6 (f) (3)). 

I have reviewed these requirements in some detail to demonstrate 
both the relevancy and the comprehensive character of the material 
‘ee S. 1122 specific ally calls for. 

Disclosure: The third affirmative requirement of the bill is for 
disclosure of the information in the annual reports of welfare and 
pension plans (sec. 7). 

This would be done by making copies available to beneficiaries and 
other interested parties for examination at the office of the plan, and 
to the public generally in the public documents room of the adminis- 
tering agency, the SEC. 

Here it should be noted the Ar gus-eyed press and voluntary organi- 
zations could and probably would play a very valuable ‘role. If 
specific inquiries and complaints were addressed to newspapers and 
other groups, they could inspect these detailed reports and then make 
their findings public. There would thus be a built-in detection and 
reporting device which would operate as a powerful deterrent against 
shady actions, excessive payments or retentions, and abuses of tr “ust. 

I may say, parenthetically, that if there is any subject in which the 
newspapers do not interest themselves, I am not aware of it. 

In addition, summary data from the report filed by the plan as 

yrescribed by the agency would have to be furnished annually to the 
benefici iaries, and the agency is authorized to distribute the reports 
or summaries also to the other Federal or State agencies. The sum- 
mary reports thus made to the beneficiaries could be distributed in the 
case of the employer-managed funds, along with one of the paychecks, 
and by unions along with other notices and reports. No great extra 
trouble w ould therefore be caused by this re quirement. 

Thus it is hoped that by open protections, openly administered, 
abuses may be done away with, and the interest of be neficiaries, em- 
ployers and the Government may be guarded. Sunlight is a creat 
disinfectant. Men frequently go wrong because they think they can 
sin in private and their acts will never be subjected to public scrutiny. 
The requirement for full reporting and disclosure will cause even the 
most hardened to think twice and will cause those who administer 
these funds to be more truly conscientious trustees. 

7. Advisory council: S. 1122 provides for an advisory council of 13 
members, of whom 7 would be drawn by the SEC from management, 
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Jabor, insurance, and also banking, 3 would come from related Gov- 
ernment agencies and 3 would be Presidential appointees from the 
general public (sec. 8). ! 

Since the legislation is breaking new ground in a field of growing 
significance, it seemed desirable to provide for this kind of continuing 
consideration by a group of representative specialists who would 
advise the SEC in its administration of the law, review its operation 
and make reports and recommendations. 

8. Administration and enforcement: In addition to the general 
powers to administer the provisions of the act and authority to use 
the information received by it to make research studies, surveys and 
reports (sec. 9), the SEC is given significant compliance or enforce- 
ment powers to carry out the purposes of S. 1122 (sec. 10). 

Thus the agency may make investigations to determine whether any 
person has violated or is about to violate the act. It can compel the 
appearance of witnesses and the production of documents and records, 
and it is authorized to secure the aid and backing of Federal court 
orders for this purpose. 

The agency is also authorized to seek injunctive relief against per- 
sons who are violating the act or are about to do so, and to transmit 
to the Attorney General evidence of criminal violations. (The pro- 
vision for mandamus adapted from other like statutes in section 10 
(f) is probably inappropriate and should be dropped.) 

Criminal penalties are provided not only for those who willfully 
violate the law, but also for those who knowingly make false state- 
ments or fail to disclose material facts in any registration, report, 
certification or other document required under this bill, and for those 
who embezzle moneys from any welfare or pension fund, 

While the requirements of S. 1122 are moderate, there are thus real 
teeth provided in it to secure compliance. 

The emphasis is on compliance rather than punishment, however, 
and it was for this reason and because of its long experience 
with somewhat parallel disclosure statutes, investigations, hearings, 
factfinding and financial analyses, that the subcommittee finally 
decided to recommend that the Securities and Exchange Commission 
be the administering agency. 

They, after all, require reporting of the financial details of all cor- 
porations listed on the stock exchanges of this country and they there- 
fore already have allied information and experience in the collection 
of this type of material. 

We did not have strong views on this recommendation, however, 
and a reading of our financial report (at pp. 74, 75) will reveal the 
compet ing merits of other agencies. 

On balance, on the basis of its experience, and in the light of the 
increasing pressures of some, I believe, shortsighted management 
groups to narrow the application of this protective law to exempt their 
own emplover-administered plans, we rather preferred to lodge this 
administrative responsibility in such an independent agency as the 
SEC which, in theory at least, is a creature of Congress rather than 
of the executive, although this provision is not always lived up to in 
actual practice. 

I believe the important decision at this point, however, is to retain 
the compliance and enforcement powers set forth in S. 1122, what- 









































50 WELFARE AND PENSION PLANS LEGISLATION 


ever your subcommittee may decide on the question of the administer- 
ing agency. 

We must learn from the inadequacies of the Taft-Hartley law in 
respect to financial accounting (Public Law 101, 80th Cong., sec. 9 
(f)). As Secretary Mitchell testified before the Permanent Subcom- 
mittee on Investigations on January 16, 1957, the Sec retary under the 
act is merely a recipient and custodian of those financial reports, 
He advises the NLRB that the union has filed. He does not give the 
public access to them. He cannot, so it is maintained, investigate any 
of the reports for false or fraudulent filings. 

I anticipate that the vast majority of reports filed under S. 1122 
will be honest reports and that disclosure alone will be a strong, 
healthy influence. But the existence of an authority in the SEC to 
look into them and secure compliance and the existence of criminal 
penalties for perjury and embezzlement should be powerful added de- 
caate and correctives. 

9. A Terminal date: S. 1122 provides that the act shall be effective 
for 3 years. The SEC w ould be required to file on or before January 
1, 1959 (this should be changed to 1960), a report giving its recom- 
mendations as to the continuance, simplification or modification of the 
law. 

Congress would thus be afforded a further opportunity, on the basis 
of 2% years’ experience, to determine whether and in what form to 
make the protections of S. 1122 a permanent part of our legal 
structure. 

IV. ANALYSIS OF ALTERNATIVE PROPOSALS 


Now, Mr. Chairman, if I may be permitted to make a brief com- 
parison of 1122 with the other bills which have been introduced, I 
would like to do so. 

S. 1145 


The work of our investigating subcommittee was greatly aided by 
the active participation of Senators Ives and Allott, who together 
with Senator Smith of New Jersey, have introduced an alternative 
bill, S. 1145, which, I take it, is the : :dministration bill. Senator Ives 
explained upon introducing this measure that it is identical with 
the proposal introduced at ‘the request of the Department of Labor 

early in 1956, but I am glad that he also recalled that he joined in 

sponsoring S. 1122, which I have introduced, along with Senator 
Murray, and which was based upon the final rec ommendations of 
our subcommittee as reported in April 1956. 

I believe the objectives of both bills, and of the sponsors of both 
bills, are the same. At the same time, I wish to state that S. 1122 
seems to me substanti: ally stronger in its provisions and more spec ifie 
and definite in its coverage. For the benefit of the subeommittee, these 
seem to me to be among the important differences between the two 
bills. 

(1) S. 1145 gives the Secret tary of Labor wide discretion to exempt 
various classes of plans (sec. 7 (b)). On page 7 of S. 1145, it reads: 
The Secretary may by regulations provide for the exemption of any provision 

of this act of any class or type of welfare or benefit plans if the Secretary finds 


that the application of such provision to such plans is not required in order to 
effectuate the purposes of this act. 
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S. 1122 does not give this power to the administering agency. 

In the face of the urgent appeals by powerful employer groups to 
take all employer-administered plans out from under the requirements 
of this law, I would hate to leave any Secretary of Labor a prey to the 
inevitable and heavy pressures that would be brought to bear upon 
him for the exercise of this discretion. 

I think this is a policy question which the Congress should deal with 
itself and not pass the buck to the Secretary. And I may point out 
in this connection that everything that we do is done in public. 

The debates are in public, we have to vote and then we have to 
answer to our constituents for the decisions which we take. The Sec- 
retary of Labor can make these decisions without a public bearing, he 
will be exposed to unofficial pressure and furthermore, if summoned 
before Congress to give an accounting of the influences which have 
been brought to bear upon him, he can always plead executive immu- 
nity and thus shield the other agencies of Government from any 
revelation as to the stands which they have taken in this respect. 
This plea of executive immunity has been increasingly resorted to, in 
the last few years, as we all know, so that Congress and the public 
seldom knows the reasons for the decisions that have been made. 

I think we should stand up to the pressures and make this basic 
decision. 

(2) S. 1122 makes specific exemptions of small plans (under 25 
employees) from all requirements of the law, while it is estimated 
that under S. 1145 the number of registerable plans would be almost 
3 times as great. The further limitation of the reporting require- 
ments under S. 1122 to plans covering 100 or more employees also 
reduces the burdens that may be imposed by this legislation while at 
the same time covering the great majority of employees involved. 

The point that I am trying to make in both of these matters is that 
the administration bill does not specifically exempt employer-man- 
aged plans, as a matter of fact they are included in the act and any 
exemption granted would have to be by Executive order. Similarly, 
there is no specific exclusion as such of the smaller plans and if any 
exemption were granted that would have to be by Executive order. 
We have tried to meet these problems head on, to limit the scope of 
the plan, but to make definite decisions of the question of coverage 
of employer-administered plans. 

(3) S. 1122 specifies in much greater detail the information which 
must be reported by the managers of plans. S. 1145 leaves this to the 
discretion of the Secretary of Labor. 

I call your attention to section 6, subsection (b) of S. 1145 on 


‘ 


page 5, lines 2, 3, and 4: 

Every registration and all reports of every such plan shall be in such form as 
the Secretary may by regulations prescribe. 

In other words, complete discretion is granted as to the type of 
information to be reported while in S. 1122 we are specific and set 
forth in much greater detail the data that should be given. I would 
also call to your attention lines 6, 7, 8, and 9 on page 5 of S. 1145— 
and shall include such information or documents relating to the receipts, dis- 


bursements, assets, liabilities, and financial activities of the p!an as the Secretary 
may by regulations prescribe. 



























































































































52 WELFARE AND PENSION PLANS LEGISLATION 


So that the Secretary under S. 1145 would have the power to make 
the reporting of these plans either soft or hard according to his dis- 
cretion and | think you will see from the information that we require 
to be reported under S. 1122 that we are proposing a hard plan of 
reporting. 

(4) The enforcement powers given to the SEC by S. 1122 permit 
it to make investigations which will enable it to uncover perjured 
reports and embezzlements, rather than merely being a repository for 
the receipt and disclosure of data, as S. 1145 tends to make the Secre- 

tary of Labor. S. 1145, therefore, carries over one of the weaknesses 
of the Taft-Hartley law which S. 1122 corrects. 

S. 1145 meets one of the diffiulties with the Taft-Hartley law in 

roviding for disclosure, but it does not meet the difficulty that the 
leareiaaee of Labor is not under the Taft-Hartley law permitted to 
uncover perjured reports and embezzlements. In S. 1122 we try to 
meet that difliculty as well. 

It is a substantial gain to require reporting and disclosure as both 
bills do, but it is not enough. Enforcement or compliance powers in 
some Government agency ‘to compel filing (not merely punish non- 
filing), to inv estigate the honesty and accuracy of the reports filed, 
and to check on possible, gross misuses of funds are essential to a 
more complete protection of the beneficiaries’ interests. These are 
provided in 8. 1122, but not in S. 1145. 

(5) S. 1122 makes perjury in the filing of any of the reports under 
that bill a Federal offense. "The administration bill, S. 1145 does not. 

(6) S. 1122 makes embezzlement of any of the funds of welfare and 
pension plans a Federal crime. The administration bill, S. 1145 does 
not. 

I cannot stress too strongly the advantages of S. 1122 over the 
weaker administration bill in these last two respects. It is highly im- 
portant that these reports should be truthful. The administration 
bill offers no protection against false statements by those reporting. 
Our bill most certainly does. Nor does the administration bill pro- 
vide any legal protection against outright embezzlement such as we 
disclosed in several instances in our investigation and which is likeh 
to occur in numerous other cases 

And we cannot depend upon other law officers of the Government to 
act in this case. 

In short, I should like to say, while the framers of the administra- 
tion bill have good intentions—I don’t wish to question the intentions 
of the framers at all—but I’m sorry to say the work of their hands is 
a toothless cripple. 

(7) S. 1122 provides for an advisory council. S. 1145 does not. 

(8) S. 1122 makes the SEC the administering agency. S. 1145 
places this responsibility upon the Secretary of Labor. 

I recognize that it may be argued that in some of the foregoing 
differences, S. 1145 is preferable, but in my own opinion, the provi- 
sions of S. 1122 are in every case more desirable. I believe it is a 
service to the subcommittee’s study of this issue, however, to have had 
the proposal of the Department of Labor as well as the bill recom- 
mended by the investigating subcommittee before it. 

Again I want to repeat, I certainly want to give the Department of 
Labor credit for good intentions. 
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S. 1813 


Another proposal before the subeommittee is S$. 1813, intro- 
duced by Senator Goldwater. This would have the desirable effect of 
closing up the loopholes for trust funds revealed to exist in the Taft- 
Hartley law, section 302, by the court decisions in the Rice-Stix and 
United Marine Division cases, referred to on page 58 of our sub- 
committee’s final report. 

I believe these escape hatches were ahi revealed in the criminal 
prosecution of the officials of the Wine and Distillery Workers in the 
New York cases, where the court threw out, the indictments against 
the officials of the Wine and Distillery Workers on the ground that, 
as L understand it, the law did not apply to trustees. 

S. 1813 would also make more specific the reporting requirements, 
as compared to the Taft-Hartley law. The follow ing provisions of 
S. 1813, however, give rise to some serious questions in my mind: 

(1) it appears to deal only with jointly administered plans, which 
cover approximately only 8 percent of the field, and not to include 
the great percentage of plans which are employer administered, cov- 
ering about 90 percent of the employees, and the small number, 
covering approximately 2 percent of the employees, that are union 
administered. 

(2) In the plans which it does cover it would require the appoint- 
ment of a trustee by the senior district United States judge in its 
district, and thus would in all cases impose upon the operation of the 
plan a substantial, continuing outside control. 

(3) It contains a right to benefits regardless of union membership 
provision, which is a greater degree of regulation than I believe has 
been demonstrated to be necessary or desirable. 

(4) While it is more specific than the present law in listing the 
information to be included in annual audits, it is nowhere nearly as 
comprehensive as S. 1122. For instance, like S. 1122, it requires the 
listing of names of persons receiving commissions or brokerage fees 
from insurance carriers, but not the amounts of such fees. 

And I think it is highly important that the amounts should also be 
revealed, 

(5) On the other hand, it requires “a detailed schedule showing the 
investment, of the fund” which seems to me less desirable than the 
more carefully worked out provision of S. 1122 in respect to disclosing 
investments. 

It seeks to prohibit borrowing from any trust fund by union 
members or employers, or participation by them in commissions paid 
for insurance or in the operation of any insurance agency. If Federal 
regulation is going to move into this field with such specific prohibi- 
tions. and T doubt whether we are yet ready to do so, I believe they 
must be more carefully formulated to cover the many other situations 
of a comparable character. For instance, if borrowing is prohibited, 
why are investments in the employer’s stock or in a union building 
fund permitted? Or why is participation in insurance commissions 
prohibited, but in claims agents’ fees permitted ? 

(7) S. 1813 has no pr ohibitions against perjury or embezzlement. 
The investigatory powers given to ‘the SEC, therefore, to require 


compliance ‘with the law are less meaningful than the similar pro- 
visions set forth in S. 1122. 
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(8) And finally, the approach to this problem in section 302 of the 
Taft-Hartley law (by way of an exception to a prohibition against 
payments by an employer to his employees or trust funds for them) 
is so complex and indirect that amending the Taft-Hartley law as 
S. 1813 does, appears to me more difficult to understand and interpret 
than the more positive and direct duties, responsibilities and require- 
ments set forth in S. 1122, which proceeds directly without immediate 
reference to the Taft-Hartley law. 


S. 2137 


Senator Allott introduced a new bill, S. 2137, just last Wednes- 
day. We have attempted to study that bill carefully although 
the time that we have had available is somewhat limited. In most 
of its procedural requirements and enforcement provisions it appears 
to follow closely the model of S. 1122. 

But S. 2137 expressly exempts all plans which are established on 
a level-of-benefits basis. This would remove from the act’s coverage 
the great majority of all welfare and pension plans. I believe such 
a narrowing of the bills’ protections would be most unfortunate. 

I shall discuss this point a little more fully in the final section of my 
testimony. Let me merely point out here briefly: 

(1) These are tax-exempt funds in the honest and responsible han- 
dling of which there is a public interest ; 

(2) These are trust funds to which millions of beneficiaries look for 
security and protection ; 

(3) The factors that lead to malpractices and abuse in relations 
with insurance carriers, in investment policies, in excessive commis- 
sions, fees, administrative costs, etc., are probably as present here as 
elsewhere; 

(4) The beneficiaries and the public have as much right to know 
the essential financial facts in respect to these plans as to others; and 

(5) It would violate good poblic policy, I believe, to allow bad 
practices to develop and flourish in the dark in the major segment of 
the group insurance business, while the Government by reporting and 
disclouare is trying to eliminate such practices from the rest. 

I hope the foregoing comments on the relative merits of S. 1145, 
S. 1813, and S. 2137 will assist the subcommittee in their final deter- 
mination of this matter. Now may I turn to the question whether 
employer-managed plans should be included / 





V. SHOULD EMPLOYER-MANAGED PLANS BE COVERED? 





Some representatives of employers will undoubtedly argue that 
while we should apply reporting and disclosure to union and jointly 
administered plans, we should not require this for employer-managed 
plans, 

The National Association of Manufacturers has, for example, vio- 
lently attacked the coverage provisions of our bill S. 1122, and has 
called it a “sleeper” and a “hoax.” 

It has implied although not directly charged that bad motives were 
behind the inclusion of employer-managed funds. They argued (1) 
that it would furnish union members and officials with facts that 
they could use to advantage in collective bargaining negotiations; 
(2) that it is an invasion of the justified privacy of the employers: 
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(3) that it would burden employers with unnecessary reporting; (4) 
that not enough abuses were revealed in employer-managed funds to 
justify their inclusion; (5) that S. 1122 is a regulatory bill; and (6) 
that the disclosure field should be left to the States. 

Let us deal with these last two points first. I have again and again 
emphasized that S. 1122 is in no sense a regulatory bill. It lays down 
no requirements or standards to be followed. 

It merely requires honest reporting and provides for disclosure. 
Regulation is left to the States in accordance with the prevailing prac- 
tice. But in view of the importance of the problem and the big gaps 
in State action, it does require reporting and allows the white light 
of publicity to be thrown upon wha is being done. 

If one’s acts are innocent, why should a man object to having these 
financial details known ? 

Those who bitterly oppose publicity inevitably lay themselves open 
to the suspicion that they have some skeletons in the closest which 
they wish to hide. 

I hope this is not the case and I do not make any such charge, but I 
do say that the NAM and others who hepte reporting and disclosure 
of employer-managed funds will inevitably invite just such suspicions 
on the part of the general public. 

It is perfectly true that the investigation uncovered more abuses 
in jointly administered than in unilaterally administered plans, but 
there is an obvious reason for that. The study under Senator Ives’ 
able leadership began with employee welfare plans that were jointly 
administered. ‘The leads uncovered there were sufficiently numerous 
and the subsequent hearings sufficiently demanding to engage the staff 
fully for the bulk of its time. 

Only in the latter part of its research did the staff and subcommittee 
begin to go into specific management-administered plans and the 
operations of specific insurance companies. But even this brief start 
convinced me that no particular type of welfare or pension plan had 
a monopoly of the abuses. And the testimony of responsible wit- 
nesses supported this conclusion, as well as the further point that the 
trustee obligations, security of beneficiaries, and public interest are 
just as important—indeed, more so, since 90 percent of the employees 
are involved—in the case of employer-administered plans as in the 
case of jointly run funds. 

The investigating subcommittee made a detailed examination of two 
large, renowned, and generally well-run plans. In one of these cases, 
General Motors, it uncovered an administrative decision on alloca- 
tion of reserves that was highly questionable. 

The subcommittee took a careful look at only a few insurance com- 
panies. But highly questionable and obviously harmful practices 
were revealed—excessive commissions, extra commissions to brokers 
in effect reducing dividends, excessive commissions sometimes dis- 
guised as administrative fees, payment of fees without receipt of any 
services, excessive retentions, differential treatment of policyholders, 
and withholding of dividends. These were not characteristic of 

jointly administered plans alone. They were policies and practices 
generally followed, for employer-administered funds as well as others. 

Even though pension funds were examined only very superficially 
at the close of our study, 5 were revealed—in questionnaires answered 
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by 64 banks—as having invested over 75 percent of their assets in the 
assets or obligations of the concern in question, another 9 with over 
50 percent of the pension funds in the employers’ assets, and another 
17 with over 25 percent of the pension funds in the employer’s assets, 

Nothing in the structure of employer-administered plans has been 
pointed out that gives a guaranty against the abuses and weaknesses 
noted above. The opportunities are just as great in the case of em- 
ployer-run funds as in jointly administered plans for (a) brokers to 
demand excessive commisisons as the price of placing business with 
an insurance carrier; (2) high commissions to be disguised as service 
fees; (c) policies to be switched to different companies to secure better 
commissions and fees; (d@) insurance companies to increase commis- 
sions as an inducement to hold down claims; (e) trustee obligations to 
be ignored and conflicts of interest to occur; (f) brokers, agents, 
trustees, and insurance carriers to be selected for personal reasons 
or on the basis of nepotism rather than on the basis of the best interest 
of those the funds are designed to protect. 

And, Mr. Chairman, I think it is a questionable practice that men’s 
savings for retirement should be invested in the same concern in which 
their jobs are invested; that if the concern goes sour and fails and 
they lose their jobs, they may well lose their protection for the future 
as well. 

And the principle that risk should be broadly distributed would 
seem to require that the investment of these funds for future should 
also be broadly distributed, and preferably only an insignificant frac- 
tion in the securities of the company employing the man in question. 

I will make one exception to this, namely, where the pension funds 
are built up out of a profit sharing plan, and this probably is the ex- 
ception that should be applied in the case of Sears, Roebuck, because 
profit sharing is certainly not a legal obligation, and the funds which 
are thus created come in a sense from the company’s operations. 

Nothing in the record of our investigations or in the record of his- 
tory supports the apparent holier-than-thou attitude of some of the 
national business representatives that employers in their unilaterally 
managed plans have a higher moral standard or keener ethical sense 
than union participants in welfare and pension-plan management. 

It is pertinent to recall the recent answers of Mr. Don Hedlund in 
the recent McClellan committee inquiry. A respected and successful 
mortgage man, a teacher at the University of Seattle, Hedlund told of 
profits which he and David Beck made from the sale of mortgages to 
a trust of which Beck was trustee. Hedlund was then read a prin- 
ciple of trusteeship by the chairman of this committee, Senator 
Kennedy: 

A trustee is at all times disabled from obtaining personal benefit * * * out 
of his trust. 

To this, Mr. Hedlund commented, “I have not studied law.” 

He was then asked, “You never knew that?” 

And he frankly replied, “No, sir.” 

For his part in the handling of this trust fund and other union 
financial matters, David Beck has properly been severely censured by 
the executive council of the AFL-CIO and properly deprived of his 
position on that body. If Mr. Hedlund or any of the other business 
representatives who worked so closely with Mr. Beck in his widely 
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criticized activities have been subjected to similar criticism or public 
discipline by their counterparts in the business world, it has not come 
tomy attention. If this has been done, I shall be very glad to correct 
the record. 

And, most importantly, the interests of the 90 percent of the bene- 
ficiaries who are covered by employer-run plans deserve the protec- 
tion which this moderate legislation can give just as much as the other 
10 percent of the beneficiaries under joint plans. 

Rouite were found in a small percentage, and only a small percent- 
age, of all types of plans. If the logic of the NAM were to be fol- 
lowed, we would also find a way to aoe most jointly adminis- 
tered plans, since they, too, are in the main honestly administered. 

But in the investigating subcommittee’s view, the abuses were grave 
enough and with the rapid growth of such plans the dangers are great 
enough, to warrant registration, reporting, and disclosure require- 
ments for all types of plans. 

Now, if in the face of the evidence our subcommittee did present, 
there is still some doubt in the minds of the present Labor and Pub- 
lic Welfare Committee as to whether company-administered plans 
should be covered in this legislation, I have a simple suggestion. Let 
this legislation lie over another 6 months and make an investigation 
during that period of the management-administered plans and the 
practices of insurance carriers and bank trustees in handling such 
welfare and pension plans. 

And let it be as thorough an investigation as that which Senator 
Ives and I, with our associates, conducted in the case of the mutually 
administered and union plans. 

Senator Ives. May I interrupt the good Senator there, because my 
name has been dragged into it. 

Senator Douenas. I wanted to pay tribute to you, sir. 

Senator Ives. I appreciate your thought, and I want to pay tribute 
to you. 

It seems to me it long since has passed when we should pass legisla- 
tion in this field. I do not think another 6 months’ delay would help 
a bit. 

Senator Doveias. I do not want it, either. 

Senator Ives. You were not referring to anything like that? 

Senator Doveras. I think the situation is clear enough now so that 
the employer-administered plans should be included. But I say if 
you are in doubt, if the subcommittee is in doubt on this subject, let’s 
have another investigation to go into these matters. 

Senator Ives. Mr. Chairman, may I again interrupt the good 
Senator. 

I would like to ask him if he does not think it would be better to 
enact the law, and in the meantime carry on the investigations he pro- 
poses¢ I can see no point in losing a year on this point. 

Undoubtedly the House will not take action on this. If the Senate 
postpones action on this, we may not pass legislation in this 85th 
Congress. 

Senator Doveras. I think the logic and the evidence already is 
sufficient to include both the employer-administered plans, the union 
plans, and jointly administered plans. 

93947—57—_5 
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Senator Ives. I am not talking about that. I am talking about 
getting some legislation passed, 

Senator Dovexas. I am for it. I want good legislation, and I do 
not want to have it cover just the tail and not the dog. 

Senator Ives. I agree with you. I think we can get good legisla- 
tion. 

Senator Dovetas. I am sure we will have the cooperation of the 
Senator from New York as in all matters for the benefit of the public, 

The present evidence is enough to convince me of the need for 
legislation now, covering all types of plans, and I cannot understand 
why anyone would oppose disclosure unless he has something to hide, 
But I am willing to await the verdict of a fair, searching further 
inquiry if the subcommittee is not convinced. 

I believe the country, however, deserves action now. We shall dis- 
appoint those whose interests we should protect if, after careful 
studies, we forever delay to try the reasonable remedies our work has 
suggested. 

ank you very much. 

Senator Kennepy. Thank you very much, Senator Douglas. Have 
you seen the suggestions made by the SEC for proposed legislative 
changes in your Dill? ¢ Have you analyzed those? 

Senator Dovenas. Y es; I have a copy. 

Senator Kennepy. Without going through them section by sec- 
tion, would you care to put a memorandum in the record ? 

Senator Dovetas. Yes; I would like to have the memorandum 
put in the record. I have not been able to give detailed study on 

each point and several of them seemed reasonable. I would point 
out that they make an estimate that the total costs of administration 
would be only $1,325,000 and that a total of some 200 extra employees 
would be needed and they have a very thorough budget, or estimated 
budget. 

Senator Kennepy. I think the subcommittee would be interested in 
your memorandum, as they make a number of proposals for changing 
your bill. It would be helpful if we can get your analysis to see if 
you approve or disapprove. I am particularly interested in the sug- 
gestion which they made of writing into the bill a provision similar to 
the section 17 (a) of the Investment Company Act of 1940 which pro- 
hibits transactions between registered investment companies and their 
directors, officers of affiliated officers in person. I wonder particu- 
larly in view of some of Mr. Beck’s activities whether that might be 
a helpful provision in amendment to our bill ? 

Senator Doveras. Personally, I would think that is a proper provi- 
sion, but it moves into the field of regulation and in general we tried to 
steer away from regulation and merely concentrate on reporting and 
disclosure in the belief that as the facts are revealed a basis for 
regulation either by the Federal Government or preferably by the 
States would be opened up. 

Senator Kennepy. Well, now in any case you can comment on these 
suggestions. 

Senator Doveras. Well, I shall submit a memorandum. (See p. 
70.) 

Senator Krennepy. There is nothing in this that would prohibit a 
Mr. Beck from investing welfare and pension plans in the Mont- 
gomery Ward for union organization purposes which Mr. Meany said 
was undesirable ¢ 
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Senator Dovetas. You mean the purchase of stock? 

Senator Kennepy. Yes; for organization purposes. 

Senator Doue.as. S. 1122 would not have prohibited it, but the bill 
would compel its disclosure. As a matter of fact those facts were 
fairly generally known but this would have required disclosure. 

Senator Kennepy. What about the question of excessive commis- 
sions in the case of Mr. Beck; Mr. Newell was charging 2 percent of 
premiums which was an excessive rate. 

Senator Doveras. We found this to be an abuse of a number of 
insurance companies. 

Senator Kennepy. How would your legislation represent that? 

Senator Dove.as. It would not prevent that. It would require, 
however, a statement as to the amounts. Where you find an insurance 
agent getting $2 million or $1.2 million for writing group insurance, 
that obviously is an excessive payment open to all manner of abuses 
and if it is revealed and not hidden behind the wall of secrecy it will 
bring down public condemnation and the trustees will not be able to 
justify themselves before the beneficiaries. 

Senator Kennepy. Well, in the case of the Occidental Insurance 
Co., which was the insurance company through which the pension 
welfare plan of the Teamsters went, they gave a personal loan on Mr. 
Beck at 314 percent interest which was unusually low, partly because 
he carried his own account with them and I would think most prob- 
ably because he carried the Teamsters’ account. Im what way would 
that be prevented or in the case of the investment.of union funds in 
the Fruehauf Co. in appreciation of which Mr. Beck was given a per- 
sonal loan. How would that be prevented ? 

Senator Doveras. It would not be directly prevented, but it would 
have been reported and disclosed. It is our belief that if the trustees 
and managers and insurance companies know that these facts can be- 
come public, that these abuses will not be committed. Publication 
is a deterrent. 

Senator Kmnnepy. The personal transaction of a trustee with any 
organization in which welfare funds were invested, would that. be 
exposed through the language of your registration section ¢ 

Senator Douatas. All fees would have to be shown, 

Senator Kennepy. What about a personal loan ? 

Senator Dove.as. I am not certain about that point. 

Senator Kennepy. Perhaps you might consider it. 

Senator Dovetas. Perhaps that should be included. 

Senator Kennepy. Senator Ives? 

Senator Ives. There is one thing I would like to ask Senator Doug- 
las. I don’t want to get into a debate on this bill now. The Secre- 
tary of Labor is waiting to be heard. I think he may have some ideas 
that are pertinent to what has been stated here by Senator Douglas 
but I do want to ask this: Does the Senator from Dlinois know what 
the SEC reaction was to placing this with the SEC? I have just got 
acopy of the SEC statement that you quote from to Senator Hill. I 
haven’t gotten a copy of itso I don’t know. What is the SEC reaction 
to that! 

Senator Dove.as. I had a conference with Chairman Armstrong, of 
the SEC, and he expressed himself as greatly pleased that our subcom- 
mittee should have some confidence in his body by proposing to vest 
the administration in his agency. 
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Senator Ives. He didn’t see anything in any way, shape, or manner 
that would cause conflict with what they are doing / 

Senator Doves. No. 

Senator Ives. It occurs to me that is not the function of the SEC. 
In our report we left it open. 

Senator Dovetas. It is a new function. 

Senator Ives. Yes. 

Senator Doveias. And I recognized that there can be various argu- 
ments advanced. 

One argument would be that since the Taft-Hartley reports have 
to be filed with the Secretary of Labor, that these welfare and pension 
reports also should be filed with the Secretary of Labor. I imagine 
unless the Health, Education, and Welfare Department has been 
induced to follow teamwork on this measure that they would lke to 
have it in their jurisdiction. There are various views. I came to the 
conclusion that the SEC was the best agency both for positive and 
for negative reasons; the positive reason is that they already have 
experience in receiving and examining corporate reports for all con- 
cerns whose securities are handled on the stock exchanges of the 
country. 

Second, we always face the difficulty that if reporting is placed in 
the Departmentof Labor the employers generally charge that since 
the Department of Labor is intended to promote the interests of 
labor that the administration will be biased in favor of labor. 

I don’t believe that is so, but that is a powerful reason. If the Ad- 
ministration is put in the Department of Commerce, the representa- 
tives of the employees will charge that the Department of Commerce 
is primarily designed to further the interests of employers; if it is 
given to Health, Education, and Welfare, it will be objected to that 
the social workers will run them. 

T like social workers and I have had training as a social worker. 
So I like the social workers but there is an objection to placing the 
administration of the bill there. 

Senator Ives. Has Chairman Armstrong given you any idea as to 
the number of employees that would be added to the SEC # 

Senator Doveias. Yes; in the memorandum he submitted he esti- 
mated there would be a total of 200. 

Senator Ives. Just 200 more? 

Senator Dove.as. For the first year of operation. 

Senator Ives. To look at this? 

Senator Dove.as. For the first year of operation 245 minus a lapse 
of 45 or net personnel services of 200. 

Senator Ives. To analyze all these reports? 

Senator Doveias. These reports are not as many as you may think. 

Senator Ives. Not according to the exceptions you have in here. 
I realize that. That depends on what kind of a bill you have; that 
is very true. 

Senator Doveras. They confine themselves to the provisions of the 
bill which exempted from registration and reporting all plans with 
fewer than 25 employees and which for employees from 25 to 100 
merely requires reporting and disclosure for plans with over 100 
employees. And the old-age insurance records which our staff studied 
seemed to indicate that there are only 30,000 of those, so in effect the 
hard work would be confined to 30,000 plans. 
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That would be an average of 150 plans per employee, which is not 
an excessive caseload. 

Senator Ives. Are you satisfied in your own mind, Senator that 
there should be any exemptions of that kind? 

Senator Doveras. On size! 

Senator Ives. On size. 

Senator Doue.ias. Yes; Lam. 

Senator Ives. It seems to me the person who is working in an office 
with fewer than 25 employees is entitled to as much protection as the 
one working in an outfit with several thousand. 

Senator Doverias. That’s right Senator, but the law can proceed 
first to deal with proximate problems and greater difficulties. 

The vast majority of employees would be covered in the plans with 
over 100 employees and then, as we get experience, possibly then it 
might be extended. But I would prefer to start on the most conserv 
tive basis possible. 

Senator Ives. That doesn’t exactly answer my question. 

Senator Doveias. No, I think it would be an open issue. At the 
end of 3 years we could decide whether or not the coverage on the 
basis of size should be expanded but I prefer to start conservatively. 

Senator Ives. In our investigation what did we find out when we 
came to the number of plans ‘if all were covered, how many were 
there ¢ 

I] have forgotten. 

Senator Dovucias. About five hundred thousand plans. 

Senator Ives. Five hundred thousand plans 4 

Senator Douanas. Yes, and only 175,000 with coverage of more 
than 25 and approximately 30,000 with coverage of more than 100. 

Senator Ives. Well, from the standpoint of “practicality, probably 
you are right. I have always ben a little disturbed, however, about 
the other loophole there. 

Senator Doveras. Naturally. 

Senator Ives. I don’t feel there should be any exception when it 
comes to the matter of the individual safety and protection. 

Senator Doveias. I would prefer not to have any exception but you 
have to take into account the administrative problems involved, which 
Tam sure you do. 

Senator Kennepy. Senator Murray 4 

Senator Murray. I have no questions. I want to express my ap- 
preciation for the very able statement made by the Senator. I think 
it will be very helpful. 

Senator Doveias. The Senator, I want to say, was very helpful 
in the investigation and steod up like a rock when any matter of 
difficulty came up. 

Senator Ives. May I compliment the Senator from Illinois, too, on 
the splendid presentation which will be very helpful to us when we 
get around to writing the bill. 

Senator KeENNEpy. Senator Purtell? 

Senator Purret.. No questions. 

Senator Kennepy. Senator Allott? 

Senator Atiorr. Mr. Chairman, I think this is a very comprehensive 
statement. Rather than question the Senator at this time, in view of 
the fact that the Secretary is waiting, I merely want to say this, that 
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in my opinion, the conclusions drawn are not in many instances in 
conformity with the facts as I recall them, and as I have studied them 
since. 

And it will therefore be my purpose at a later time and appro- 
priate time to direct a considerable statement toward an analysis of 
this point and also an analysis on the testimony as presented. 

There are a great many things in which I see eye to eye with Senator 
Douglas and we drew our bill upon the basis of a great many things 
that we did see eye to eye, in the bill which he submitted but that con- 
tained things which I did not agree with. 

I do intend and will ask for time at a later time to direct a critic a 
analysis of this statement compared with the facts as they were pro 
duced at the hearings. 

Senator Doveias. Thank you. 

I want to say again what I have said before to Senator Allott. He 
was a most valuable member of the subcommittee. 

While we disagreed on the question of employer coverage, on most 
other matters we were able to cooperate very wholeheartedly. 

I want to pay tribute to him as a very valuable member. 

Senator Atiorr. Thank you, we even cooperated on that even if we 
didn’t agree on it. 

Senator Dovanas. Yes. 

Senator Kennepy. Senator Goldwater ? 

Senator Gorpwater. No questions. 

Senator Kennepy. At this time I would like to have the memo- 
randum, subject, “Report and Memorandum of the SEC” which dis- 
cusses the legislation, placed in the record and also it will be available, 
the record will be left open for Senator Douglas to put in any com- 
ments he cares to make on the memorandum. 

Senator Doverias. Thank you very much. May I have the privilege 
at a later time of submitting memorandums on certain points which 
may be touched upon ? (See p p. 70.) 

Senator Kennepy. Yes, certainly, sir. 

(The memorandum of the Securities and Exchange Commission 
referred to above follows :) 


REPORT AND MEMORANDUM OF THE SECURITIES AND EXCHANGE COMMISSION 


Marcy 8, 1957. 


Subject: Proposed Welfare and Pension Plan Legislation a Study and Recom- 
mendation. 
I. PROPOSED LEGISLATION 


Because of unfayorable developments in the welfare and pension programs 
of private industry as recognized in the President’s message of January 11, 1954, 
5 bills of a disclosure nature relating to welfare and pension plans have been 
introduced in Congress during the past 2 sessions. 

On January 13, 1955, Representative Gwinn introduced a bill (H. R. 2132) 
to amend section 302 of the Labor Management Relations Act of 1947 with 
respect to jointly managed trust funds established for welfare and pension 
purposes. The bill would require a trust agreement and an independent trustee, 
prohibit certain affiliations and provide for audited reports to the Department 
of Health, Education, and Welfare. 

On April 18, 1955, Senator Humphrey introduced a bill (S. 1717) to amend 
the National Labor Relations Act and the Labor Management Relations Act 
of 1947 which would require unions and employers to report to the Secretary 
of Labor the assets and liabilities of any trust fund established by the union. 
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On January 26, 1956, Senator Ives introduced a bill (S. 3051) for himself 
and Senator Allott providing for registration and reporting of welfare and 
benefit plans to the Secretary of Labor. 

Following a report by the Subcommittee on Welfare and Pension Plans, Sena- 
tor Douglas introduced on May 17, 1956 a bill (S. 3873) for himself and Senators 
Murray and Ives which would provide for the registration and reporting of 
certain welfare and pension plans to the Securities and Exchange Commission. 

On June 4, 1956, Representative Thompson introduced a bill (H. R. 1581) very 
similar to the Douglas bill but appointing the Secretary of Labor as administra- 
tor. 

None of the foregoing bills was enacted into law during the 84th Congress. 
This month Senators Douglas and Ives reintroduced their bills with very minor 
changes, and Representative Green introduced a bill almost identical to the one 
previously introduced by Representative Thompson. The Douglas bill is S. 
1122 ; the Ives bill is S. 1145. 

Part II of this memorandum is a comparison of the Douglas and Ives bills; 
part III contains recommended changes in the Douglas bill; and part IV deals 
with our proposals for the administration of the Douglas bill if enacted, in- 
cluding the number and type of employees deemed necessary to perform the 
functions required and the total annual salary rate. 


II. COMPARISON BETWEEN THE DOUGLAS (8S. 1122) AND IVES (8S. 1145) BILLS 


1. The Douglas bill places responsibility for administration of the act on 
the Securities and Exchange Commission; in the Ives and Green bills the Secre- 
tary of Labor is designated as administrator. 

2. The Douglas bill provides for the establishment of an Advisory Council 
consisting of 138 members. The Council would be comprised of 7 industry and 
labor members, 3 public members, anf 3 Government members. The Ives bill 
makes no provision for an Advisory Council. 

8. The registration and reporting requirements of the Douglas bill are much 
more simple than those in the Ives bill. Under the Douglas bill, plans covering 
25 or more employees estimated at 175,000 are required to register and, in addi- 
tion, plans covering 100 or more employees estimated at between 30,000 and 
40,000 are required to file annual reports. The requirements for registration 
and reporting under the Ives bill are based upon various aspects of the plans’ 
taxation consequences. 

The definition of the registering group is thus clear under the Douglas bill. 
The limitations therein imposed reduce the number of registrants to a workable 
number. It is estimated that under the Ives bill the number of registrable 
plans would be about three times the number under the Douglas bill. 

4. The Douglas bill sets out specifically the information to be included in 
the registration form and in the annual report. This is particularly true with 
respect to insured and funded plans. The Ives bill authorizes the administrator 
to prescribe the information to be included in the registration form and in the 
annual report. 

5. The Douglas bill has a term limitation of 3 years. There is no time limi- 
tation in the Ives bill. 

6. The Douglas bill provides for specific exemption of certain described plans. 
There is provision in the Ives bill under the rulemaking power for the adminis- 
trator to exempt classes of plans. 

7. The Douglas bill, as do the statutes presently administered by the Securi- 
ties and Exchange Commission, specifically provides for a formal investigatory 
power coupled with a power to issue subpenas. The Ives bill does not contain 
a provision providing for this formal investigatory power. 

8. The Douglas bill makes it a criminal offense to embezzle, steal, or convert 
the property of any welfare and pension fund. The Ives bill does not make it a 
criminal offense. 

9. Both bills require annual reports to Congress. 

10. Both bills provide for disclosure to beneficiaries and to the public. The main 
difference in this regard between the bills is that the Ives bill grants the adminis- 
trator authority to determine what information shall be made public, whereas 
the Douglas bill provides that the annual report shall be public information. 

The foregoing are the main points of difference between the Douglas and the 
Ives bills. 
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III. RECOMMENDED CHANGES IN THE DOUGLAS BILL 


It is believed that several changes should be made in the Douglas bill for the 
purpose of strengthening the bill and clarifying particular sections. We limit 
our recommendations to the Douglas bill for the reason that the Ives bill is to be 
administered by the Secretary of Labor and recommendations as to it should 
come from him. 

It is believed that the Douglas bill contains many provisions which make it 
superior to the Ives bill in its present form. However, some changes are 
recommended. 

With respect to the comments regarding specific sections of the Douglas Dill, 
we point out sections of the bill which may be considered for amendment and the 
reason therefor. Specific amendatory statutory language will not be suggested. 

1. Section 3 (a) (7): The definition of “person” is, in our opinion too nar- 
row and should include the following: mutual company, joint-stock company, 
trust, unincorporated organization. 

2. Section 5 (a): The persons who are charged with responsibility and man- 
agement of any welfare or pension plan are required under this section to 
register the plan. On the basis of the subcommittee’s study, it is estimated 
that approximately 175,000 plans would be registered. This section of the bill 
requires registration within 90 days after the effective date of the act. In 
view of the tremendous job which will have to be done in distributing registra- 
tion forms, processing filings, and following up plans which fail to comply with 
the registration requirement, this time limitation may impose an extremely 
difficult administrative problem upon the agency. Accordingly, consideration 
might well be given either to postpone the effective date of the act or authorizing 
the agency to extend the time for filing the registration form. 

There is no provision in the bill as to when registration of a plan becomes 
effective. It could be provided that registration is effective upon filing the 
registration form as is the case under the Holding Company Act and the In- 
vestment Company Act. 

There is no provision in the bill requiring management of a plan to keep cur- 
rent the information filed on the registration form. Since it is likely that many 
plans will be amended from time to time and that other material changes will 
occur and since the greater number of plans will not be subject to the annual 
report requirements, it is recommended that a subsection (c) be added to sec- 
tion 5 requiring the plan management to file amended registration forms so as to 
keep current the basic information therein filed with the agency. A time limita- 
tion should be set forth within which amendments should be filed. 

We also suggest that the information to be called for in the form of registra- 
tion include such financial data as prescribed by the form, and recommend 
amendment of section 5 (b) to this effect. 

3. Section 6 (b): This section grants discretion to the agency to require any 
plan in the class between 25 employees and 100 employees to file an annual report 
and make other disclosures when “in the opinion of the agency, such action is 
necessary to accomplish the objectives of this act.” There is some doubt 
whether constitutional objections may not be raised if it is construed to author- 
ize the agency to require a specific plan to file an annual report, without oppor- 
tunity for hearing. Although the class is defined as those plans covering between 
25 and 100 employees, there is no defined basis for selecting particular plans 
within the class to file annual reports. 

4. Section 6 (c): This section provides that the agency shall prescribe the 
form of annual report and shall authorize the agency to require “supporting” 
information. It is believed that the word “supporting” may be restrictive and 
that the word “other” or “additional” would better define the intent of the sec- 
tion and avoid any possible interpretative problem which might be raised by the 
less comprehensive word “supporting.” 

5. Section 6 (F) (1) (C): This section requires a listing of all investments in 
securities or properties “of all parties in interest.” It is believed that in view of 
the detailed provisions of section 6 that this subsection should be amended 
clearly to require the fund to disclose the amount invested in the employer's 
own securities, and to show the percentage the fund owns of the employers’ 
outstanding securities. 

6. Section 6 (F) (1) (D): This section requires a listing of all investments in 
a security if the holdings exceed 5 percent of the fund or 10 percent of an issue. 
In order that complete information will be available it is believed that the fund 
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should in addition be required to list its complete portfolio, not just the holdings 
exceeding 5 percent of the fund or 10 percent of any one issue. 

7. Section 7: This section provides for disclosure of information contained in 
the annual report. There is no similar provision for disclosure of information 
contained in the registration form filed under section 5. Consideration should be 
given to amendment of section 7 to include the registration form as well as the 
annual report within the disclosure provisions of the section, It may be that 
it would be preferable to write a separate subsection following section 5 of the 
pill as to public disclosure of registration statements rather than to include it as 
a part of section 7. However, the basic theory sated in section 7 would appear 
to apply just as well to the registration form as to the annual report. 

8. Section 8: In this section of the Douglas bill provision is made for an Ad- 
yisory Council composed of 13 members. There is no provision for an Advisory 
Council in the Ives bill. The Green bill also provides for an Advisory Council. 
The only difference in the composition of the Council is that in the Douglas bill, 
which is administered by the Securities and Exchange Commission, the Secretary 
of Labor is a member of the Advisory Council; in the Green bill, wherein admin- 
istration is placed with the Secretary of Labor, the Chairman of the Securities 
and Exchange Commission is named as a member of the Advisory Council. 

In neither the Douglas nor the Green bill is it provided that the Advisory 
Council is to participate directly in the day-to-day administration of the legisla- 
tion. This is left presumably either to the Securities and Exchange Commis- 
sion or to the Secretary of Labor as the case may be. However, there is a differ- 
ence in the function of the Council under the two bills. Under the Douglas bill, 
Council not only advises the Administrator but reviews the administration of the 
act and regulations and makes reports and recommendations in the public in- 
terest. Under the Green bill there is no provision for any “review” by the 
Council of the administration of the act. Also the Green bill specifically pro- 
vides that the Council reports to the Administrator. 

In both the Douglas and Green bills, the Administrator (whether the Com- 
mission or the Secretary of Labor) is charged with reporting annually to the 
Congress and filing a report at the end of the 3-year term with recommenda- 
tions concerning continuance, simplification, or modification of the act. 

It is not clear where such a Council is supposed to fit in the area of a disclosure 
statute; nor its functions of advising and reviewing an independent agency. 
However, so long as the Council took notice of its advisory powers and acknowl- 
edged that administrative responsibility rested elsewhere, a Council, such as the 
ohne proposed, might be of assistance to the agency in administering the act. 
However, should the Council misunderstand its function or attempt to go beyond 
it, difficult administrative problems could very well result. In any event, if such 
a provision is to be retained, it is suggested that the Douglas bill be changed to 
limit the function of the Council to giving advice, as does the Green bill. 

From an administrative point of view, the basic theory of the Ives bill which 
eliminates the Advisory Council and has no restrictive terms such as the 3-year 
term provided in the Douglas bill, would appear to represent legislation more 
compatible with effective administration. 

9. Section 9: This section covers powers of the agency including a rulemaking 
power and the power to prepare studies, etc. from its research. It is recom- 
mended that a subsection be added which would require the maintenance of 
books and records and authorize the agency to make inspections of the books and 
records of welfare and pension plans. It is true that section 10 provides for 
formal investigations, including the power to subpena witnesses and books and 
records. However, much can be accomplished by way of preventive enforce- 
ment through a system of inspections similar to that conducted under the Se- 
curities Exchange Act of 1934, the Holding Company Act and the Investment 
Company Act. Under section 17 of the Securities Exchange Act, registered 
brokers and dealers are required. to maintain books and records, and the Commis- 
sion is authorized to make periodic inspections of such books and records. It is 
believed that much could be accomplished in the area of preventive enforce- 
ment if a similar section were incorporated into this act, and it could be done 
either as a part of section 9 or as a new section. The formula of the 1934 act 
could be followed. 

10. Section 10: This section covers the investigation procedure and provides 
for the obtaining of injunctions and other equitable relief as well as for the initi- 
ation of criminal proceedings. The Commission is presently engaged in its own 
technical amendments’ study, pursuant to which it will recommend to the 85th 
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Congress proposals for amendments to its own statutes. Study should be made 
of this section to see that it conforms to the technical amendments which will 
be suggested. In that way, if the Douglas bill is enacted, there would be uniform 
enforcement procedure for all of the statutes over which the Commission has 
jurisdiction. At such time as the congressional committee might be considering 
the Douglas bill, specific recommendations can be made. 

11. Section 11: The subcommittee report criticized severely the practice of 
a person making a “kickback” for commissions or premiums received in con- 
nection with an insured welfare or pension plan. It is acknowledged that it 
would be difficult to define a “kickback” in the criminal sense. It may very well 
be that the committee does not intend that there be criminal prosecution for such 
kickbacks, on the basis that disclosure will have its own salutary effect. How- 
ever, it should be noted that under section 11, which covers criminal penalties, 
there could be no prosecution in the event that “kickbacks” were uncovered. 
Should the Congress feel that this practice should not only be disclosed but 
penalized, then section 11 would have to be amended to cover this. 

12. Section 12: This section limits the effective period of the act to 3 calendar 
years from its effective date. In view of possible budgetary problems and the 
adjustment of the Government fiscal year to cover the period involved under the 
Douglas bill, consideration might very well be given to extending the effective 
date of the statute to eliminate, if possible, or at least to minimize, budgetary 
problems. 

Also, it would now appear that the final report would be submitted on or be- 
fore January 1, 1960, instead of January 1, 1959. 

It would seem that 3 years is a very short time within which to make a proper 
study of so broad and vast an area. As has been pointed out, the Ives bill 
contains no limitation at all. Should some limitation be deemed appropriate it 
would appear that a minimum term of 5 years would be necessary to run the 
gamut of experience, particularly in the area of investigations and enforce- 
ment. Then the agency would be better prepared to make appropriate recom- 
mendations to Congress in line with what is required under the bill. Provision 
should be included for continuing the administration of the act beyond the date 
of the final report during which Congress could consider the desirability of 
extending its operations. 

13. Based upon the Commission’s experience with other legislation now ad- 
ministered by it, the Commission might well recommend two additional pro- 
visions in the proposed bills: 

(a) To the extent that employees may be solicited for various purposes in 
connection with changes in pension and welfare plans and for authorizations to 
trustees Or managers to take or not to take action with respect to the plan or 
the plan assets, it would seem that such solicitations should be subject to rule- 
making powers of the agency or the Administrator of a character provided in 
section 14 (a) of the Securities Exchange Act of 1984. The Commission has 
adopted proxy rules under section 14 (a) which require full disclosure of per- 
tinent facts by persons soliciting proxies from stockholders of companies whose 
stock is listed on a national securities exchange. These proxy rules are also 
applicable to proxy solicitations with respect to companies registered under 
the Public Utility Holding Company Act of 1935 and under the Investment Com- 
pany Act of 1940 regardless of whether their securities are so listed. Legislation 
has also been proposed in the Congress to extend the requirements of the proxy 
rules to the unlisted securities of companies with certain specified amounts of 
assets and number of stockholders. The proxy rules have had a salutary 
effect in affording to stockholders the type of information necessary for them 
to exercise an informed judgment in voting on corporate affairs. The benefi- 
ciaries of pension and welfare plans might well need the same type of informa- 
tion in exercising any franchise rights relating to affairs of the plans. 

(b) It further would seem desirable to strengthen the bills by providing for 
something more than a prohibition against embezzlement, theft, and conversion, 
and that the bills should subject to the serutiny and control of the agency or 
the administrator a transaction involving inside dealing in trust assets. A 
statutory provision similar to section 17 (a) of the Investment Company Act of 
1940 might well be appropriate. Section 17 (a) prohibits transactions between 
registered investment companies and their directors, officers, or affiliated com- 
panies or persons, except upon approval by the Commission as being fair and 
not involving overreaching. In the light of the legislative history disclosing 
abuses in the affairs of pension and welfare plans resulting from affiliated 
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transactions, a preventative statutory provision like section 17 (a) would go 
far toward protecting the interests of beneficiaries of the plans and would be 
complimentary to the penal provisions of section 11 (c) of the bills relative to 
embezzlement, theft, and conversion. 


IV. PROPOSED PLAN OF ADMINISTRATION OF THE BILL 


A. Purposes and functions to be accomplished by the administrative agency 


The bill itself provides for three basic purposes: (1) To require public dis- 
closure by pension and welfare plans of material facts concerning the plans; 
(2) to obtain statistical and other information about such plans which will 
enable the Congress to determine whether further legislation is necessary; and 
(3) to make it a Federal criminal offense to embezzle, steal, or convert property 
of any pension or welfare fund. The agency charged with administering the 
bill should be so organized as to accomplish those three basic purposes. 

The public disclosure purpose of the bill will give to the agency the fol- 
lowing functions: (1) The preparation of appropriate forms of, and rules and 
regulations relating to, registration and annual reports; (2) the distribution 
and dissemination of registration forms on a wide-scale basis designed to get as 
large a number of voluntary registrations as possible; (3) the filing and 
processing of registration statements and annual reports to determine their 
completeness and compliance with instructions; (4) the followup of nonfilings 
of registration statements and annual reports to enforce filing requirements; 
(5) the investigation of false filings; (6) the enforcement through court ac- 
tions of the disclosure requirements; and (7) the interpretation of the bill, 
including rules, regulations and forms, as applied to particular cases at the 
request of the public. 

The purpose of information gathering and reporting to the Congress will give 
to the agency the following functions: (1) Statistical tabulation of pertinent 
information furnished in registration statements and annual reports; (2) finan- 
cial and legal analysis of selected filings to develop findings as to abuses in the 
operation and management of pension and welfare funds; and (3) synthesis of 
statistical tabulation and findings in appropriate reports and studies. 

The purpose of prohibiting embezzlement, theft, and conversion from pension 
and welfare funds will give the agency the function of criminal investigation in 
this area with referral to the Department of Justice of those cases which war- 
rant prosecution. 


B. Proposed plan of organization of the agency 


It is recommended that the administrative agency organize and staff a Division 
of Welfare and Pension Funds, separate and apart from existing divisions 
which are presently performing other functions under other statutes. It is 
believed that a separate division in the agency can perform the administration 
of the bill more expeditiously and with less disruption to existing agency func- 
tions than by assigning the new work to existing divisions of the agency. The 
following organization for such a division calls for a total of 245 employees 
(including 6 additional administrative employees for the agency to handle the 
increased workload in personnel, budget, and public reference facilities) as indi- 
cated on the annexed organization chart. 

1. Office of Director of the Division.—The Director of the Division will be in 
overall charge of the planning and supervision of the work of the Division. 
There should be an Associate Director to assist the Director in the administra- 
tion of the Division and to act for him in his absence. There should be an admin- 
istrative assistant in charge of the stenographiec and clerical staff and to handle 
various personnel and housekeeping problems. The Office of Director would also 
have appropriate secretarial personnel. 

2. Office of Chief Counsel.—The Office of Chief Counsel will be directly respon- 
sible to the Director and Associate Director of the Division. This office will 
perform several functions. First, it will be responsible for the drafting of forms, 
rules, and regulations. This will be done in close collaboration with the heads 
of the operating units. Secondly, the Chief Counsel’s Office will be in charge 
of all interpretations of the bill and of rules, regulations, and forms adopted 
under the bill. Thirdly, the office will be in charge of preparation of the annual 
reports to be made to the Congress, which will require close liaison with the 
operating units. In addition to a Chief Counsel, the office should be staffed with 
6 attorneys and 4 stenographers. 
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3. Registration and Reports Branch.—The Registration and Reports Branch 
will be the largest operating unit of the Division and will be divided into four 
sections. The Branch should be under the supervision of an Assistant Director 
who should also be furnished a secretary. It is recommended that an expert 
economist-statistician, preferably a college professor, be hired on a per diem 
basis for an initial 6-month period to help plan the statistical methods and proce- 
dures to be employed by the Branch in developing meaningful information and 
statistics for reports to the Congress. The Branch will also require the services 
of two draftsmen to prepare in proper typographical format the various forms 
of registration and reports to be used by registrants and the charts and other 
material to be produced by the Branch. 

(a) Docket, Mail, and Files Section: As the name implies, this Section will 
perform the initial servicing of all filings and correspondence received by the 
Division. This section will be composed of clerks, typists, and messengers, with 
a supervisor in charge. This Section will receive and open mail, stamp the date 
of receipt on each filing and other pieces of mail, check to determine that suf- 
ficient copies of filings have been received and that required exhibits are at- 
tached, assign file numbers to filings, prepare and maintain public files and in- 
dexes of filings, and route mail and filings to the appropriate units. ‘This Sec- 
tion will require an estimated 30 employees in order to handle the large volume 
of mail and filings to be expected during the first year of administration, since 
it has been estimated that approximately 175,000 pension and welfare funds will 
be subject to the registration provisions of the bill. The Census Bureau could 
be used on a contract basis to handle the initial work of receiving and checking 
registration statements for completeness. In such event the Docket, Mail, and 
Files Section could be substantially reduced in size to perhaps 12 persons. 

(b) Registratien Section: The Registration Section will be in charge of proc- 
essing registration statements and reports filed by pension and welfare funds 
under sections 5, 6, and 7 of the bill. The initial job to be done is make registra- 
tion forms readily available to the persons subject to the bill. This will require 
widespread distribution of forms. In this connection, use might be made of ad- 
dressograph lists maintained by the Internal Revenue Service for employers 
subject to the old-age security insurance tax. Additienal mailing lists for labor 
unions might be obtained from the National Labor Relations Board and the De- 
partment of Labor. 

As registration statements are received by the Section, each filing will have 
to be checked for completeness. The deficiencies in the statement should be 
brought to the attention of the registrant, with a request for amendment. It is 
believed that form letters can be devised and used for this purpose which would 
reduce to a minimum the number of typists. After the original registration state- 
ments have been processed, the Section will be kept busy processing amend- 
ments as well as annual reports filed under section 6 of the bill and annual sum- 
mary reports to beneficiaries published under section 7 of the bill. 

The forms of registration and annual reports should be so devised that they 
will lend themselves to machine tabulation. The examiners in the Registration 
Section will have the job of coding on the margin of the form or report the in- 
formation supplied by each registrant in order that punchcard operators attached 
to the Statistical Section can operate at maximum efficiency. 

It is anticipated that the Registration Section will require a total of 51 em- 
ployees, comprising a supervisor, 40 examining clerks, 1 secretary and 9 clerk- 
typists. As indicated above in discussing the Mail, File and Dockets Section, the 
Census Bureau is available on a contract basis for projects of this type and if its 
services are used to distribute registration forms, follow up nonfilings, and give a 
completeness check to registration forms when received, the size of the Regis- 
tration Section could be substantially reduced, the exact size being dependent 
upon the amount of the work contracted out of the Census Bureau. 

(c) Statistical Section: The Statistical Section will be in charge of preparing 
and tabulating statistical data contained in the initial registration statements 
and annual reports filed under sections 5 and 6 of the bill. This Section will pre- 
pare tables and studies relating to various aspects of the overall pension and 
welfare fund situation in the United States. Its work product will constitute a 
major portion of the agency’s reports to the Congress. This Section will require 
a chief statistician, 2 supervising statisticians, 2 accountants, 6 statisticians, 4 
statistical clerks, 1 secretary, and 2 clerk-typists. 
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In addition, the existing machine-tabulation unit of the agency should be 
increased by 10 punchboard operators to provide service to the Statistical Section 
(additional tabulating equipment also would be required). 

(d) Analysis Section: The Analysis Section will make financial and legal 
analysis of selected filings. The magnitude of the anticipated filings is too 
large to permit a critical analysis of each filing unless there were a staff of over 
100 financial analysts, accountants, and attorneys to review critically each and 
every filing anticipated under the bill... Such a large staff of competent pro- 
fessional personnel would be difficult to recruit in today’s labor market and 
it would seem that the public-disclosure purpose of the bill can be substantially 
achieved without providing for the detailed review of each filing as is given to 
filings made under the Federal Securities Acts. Consequently, it is suggested 
that the Analysis Section review only a sampling of the filings. It is believed 
that the Statistical Section would be able to select certain filings in various 
eategories which present particular problems that the Analysis Section should 
study and review. If this is not feasible, the Analysis Section would resort to 
an analysis of filings selected on a random sampling basis. The primary pur- 
pose of the Analysis Section would be to analyze the financial strength and 
weaknesses of particular plans, to analyze accounting procedures employed by 
particular plans, to analyze the legal rights of beneficiaries of certain plans, 
and the legal duties and liabilities of managers and trustees of particular plans, 
and to study the administrative policies and investment portfolios of certain of 
the funds. Such analyses would serve as the basis for factual findings to be 
nade in annual reports to the Congress. 

To perform the limited analysis outlined above, it is suggested that the 
Analysis Section be headed by a chief, with a staff of 2 supervising attorneys, 8 
attorneys, 8 financial analysts, 8 accountants, 3 secretaries, and 2 clerk-typists. 

4. Branch of Investigation and Enforcement.—The Branch of Investigation and 
Enforcement would be headed by an Assistant Director, with a staff of 3 at- 
torneys and 3 secretaries. This branch would be in charge of all investigations 
of violations of the bill, which would include failures to register and report, 
material misstatements and omissions in registration statements and annual 
reports, and embezzlements, thefts, and conversions from pension and welfare 
funds. The actual investigations would, for the most part, be performed by 
investigators and attorneys assigned to the field offices of the agency. A 
large percentage of the investigations would undoubtedly originate in the 
field offices as a result of complaints received from the public. Reports on such 
investigations would be sent to the Branch of Investigation and Enforcement for 
review and control purposes. Investigations concerning failures to file and false 
filings would originate in the Branch upon reference to it by the Registration and 
Reporting Branch. The Investigation and Enforcement Branch would call upon 
the field offices to assist in such investigations. 

Insofar as enforcement action is concerned, the Branch would be in charge 
of preparing and trying cases in court for injunctive relief, with assistance from 
attorneys in field offices. Criminal-reference reports would be reviewed by 
the Branch prior to submission to the general counsel of the agency for 
action. 

5. Field offices——The primary work of the field offices will be in the area 
of investigation and enforcement. However, it can be anticipated that numerous 
requests for information and interpretations will be received by each field office 
of the agency. It is desirable to provide adequate personnel in the field offices to 
handle beth functions. It is suggested that the field offices of the agency should 
be staffed with 35 investigators, 17 attorneys, and 18 secretaries and clerk- 
typists to handle this anticipated workload. 

6. Approximate funds required.—A total of approximately $1,325,000 will be 
required for the first year of operation. A detailed schedule of the estimated 
cost is attached. As the schedule indicates, approximately $1,015,000 would be 
required for net personnel services, allowing for lapses of approximately 20 
percent. Other expenses include allowances for travel, equipment, supplies, 
printing, rental of tabulating equipment, and the agency share of civil service 
retirement fund payments, as estimated on the basis of the Commission’s 
experience. 


1 As estimated in the Senate committee report on S. 3873, there are 175,000 plans subject 
to registration and between 30,000 and 40,000 plans subject to the annual reporting 
tequirements. 
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Approximate funds required for administration of division of welfare and 
pension funds, for the first year of operation 











Ee lo dn binieg i a rvetnerreaesiaert 245 $1, 265, 785 
Lapse (approximately 20 percent) -----__----__---__-__ 45 250, 785 
PE CL NT RO en ce 200 1, 015, 000 
Travel: 
Departmental, 50 days each for 4 positions, at $20_______-_ $4, 000 
Field, 35 investigators plus 5 attorneys, total 40 times 
Ne caeerenigcnmengreerecer 40, 000 
- 44, 000 
Transportation of things: Transfer of household goods 6 positions 
Nee ee ee ne a dieiah domieeneesicineereoar are 6, 000 
Communication services: 245 positions at $95 (approximate) ________ 23, 000 
Rents and utilities: Rental of electrical tabulating equipment_____~_ 35, 000 
Printing and reproduction: 245 positions at $100 per position______ 24, 500 
Other contractual services: 
Building alterations, 100 positions at $200__....__.._____ $20, 000 
Stenographic reporting.._......_._._________-__ ae eehtateie aes 10, 000 
es Tike Sere ne ee ea 4, 000 
——_— 34, 000 


Supplies and materials: 
Books, etc., $380 (approximate) per position for 200 





einai 7, 250 
Supplies, $50 per position for 245 positions__..__.______- 12, 250 
~~ 19, 500 
Equipment: 
Clerical desks, 185 positions, at $99......_..___...._____- 18, 315 
Typists desks, 60 positions, at $84__....._.___________-__ 5, 040 
Rotary chairs, 185 postions, at $45......__.._._._.___-_____- 8, 325 
= ype. Chpire. oo posiucns, at $25... 1, 680 
a yoewrLcrs, Go positions, at $170... 10, 200 
(ace Lepies, 40 positions. At sco 1, 200 
Adding machines, 10 positions, at $200__...___._._____-___ 2, 000 
Calcuintors, 10 positions, at $700........._..-........_. 7, 000 
Dictating equipment, 5 positions, at $700____._____-______ 3, 500 
aeoee 57, 000 
Agency share of civil-service retirement funds, $1,015, 000, at $0.065__ 66, 000 
Re gs” 0 Aaa ac ee 1, 000 
i a a ae er earner aetiben eetepeons en 1, 325, 000 


A letter and memorandum from Senator Douglas follow: 


UnitTep STATES SENATE, 
COMMITTEE ON BANKING AND CURRENCY, 
July 22, 1957. 
Hon. JoHN F. KenNepy, 
Chairman, Subcommittee on Labor, 
Senate Committee on Labor and Public Welfare, 
The Capitol, Washington, D.C. 
(Attention Mr. Paul Cotter.) 

Dear SENATOR KENNEDY: I am sending herewith my comments on the changes 
in S. 1122 which were recommended by the Securities and Exchange Commis- 
sion. 

I am grateful to the committtee for giving me the opportunity to make these 
comments and have them included jn the record of the hearings. 

With kindest personal regards, 

Faithfully, 
Paurt H., Doveras. 


COMMENTS BY SENATOR PAut H. DouGLAs, ON SUGGESTIONS MADE BY THE SEC oF 
RECOMMENDED CHANGES IN 8. 1122 


In response to the subcommittee’s request, I am glad to submit the following 
comments on the suggestions of the SEC for proposed legislative changes in S. 
1122. 
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RECAPITLATION 


"otal Annual 


Number S lary Rate 


Total number of 
positions for 
Div. of Welfare 
and Pension Plans 


Additional adiminis- 
trative employees 
required for Arency 


Total 


PLANNING UNIT 
Econanist 
(Part-time per diem 
basis for 6 months) 


Wumber positions 1 
Annual] salary cost $6,250 


SECTICN WF REGISTRATION 


DIVISION OF \ 





} Supervisor 


GS-13 


Gs- 7 
as8- 6 
a- 5 
as- 5 
as- 4 


51 Positions-annual costs 


ereE 
; pea 


if 
if 


| 


1 
2 
? 
i 
5 
5 
6 
% 


$ 8,990 
45,250 
61,200 
55,0°0 

3,670 
30, 735 


$20k , 895 








BRANCH OF REGISTRATION AND SEP RTS 
ea ens eee neetienarenioens aeremementeterntenmnen 
1 Asst. Director S-1 $11, 
i Secretary S- # Z 
2 Positions and annual cost $15, 

SECTIGN °F STATISTICS 
1 Chief GS-11, €10, 32 
2 Super'ry -1? 15,140 
? Accountants W- 9 10, BRO 
2? Statisticians GS- 9 10,880 
4k Statisticians OS- 7 18,100 
uy Stat. Clerks s- * L', ,680 
1 Sec' y-Steno. GS- § 3,670 
> Clerk-Typist S- 4 6,230 
TS Positions and annual cost 0, 50t 


MACHINE TABULATING UNIT 


10 Punch Card perators 
-- Machine rental 


TO Positions and annual cost 





6 Additional adminis 
if new Divisia is 


PROPOSED ORGANIZATION - DRAFT 11/15/54 


IN OF WELFARE AND PENSION PLANS 


FRICE (CF THE DIRECTOR 


1 - Director GS-14 $19,900 
1 es Se ages re} t VAIN 
1 Asso « Director Sol! ere CITE COUNSEL, 
1 ~ Admin, Asst. as- anes Pact nana 
} Se rot * eo " : 90 
i @ ecre ary we : : a . . . 
Lb ~ Seeretar: iy oa 0 rnief Counsel S-1' 
in . cevesadinanas > Special Counsele GS-1) 
' : , rm gf-12 
- Positions enc arnrual eost ‘ S65 ie eae os 


GS-11 
> yeSteno, oS- 4 


‘ ‘'veSteno, GS- . 


tions ard annual cost 





BRANCH CF INVESTICATIONS AND @NFCRCEMENT 


l Assistant Director GS-15 $11,620 
3 Attorneys %S-12 22,710 


1 Sec'y-Steno. GS- 6 4,080 
_2 Sect y-Stenos. GS- 5 7340 


- 


Positions and annual cost 8.5, 740 












SECTION 





? ANALYSIS AND PEP STS 








Chief GS-14 $10, 320 
2 Superv'y Attys GS-13 17,980 
4 Attorneys GS-1? 30,280 
4 Attorneys GS-11 25,560 
4 Finan. Analysts GS-1? 30,240 
a Pinan. Analysts GS-11 25,560 
4 Accountants ¥S-12 20, 280 
4 Accountants GS-11 25,560 
3 Sec'y-Stenos. "S- ‘ 11,010 
2 Clk+Typists as- 6.830 


37 Positions and annual costs 


DRAFTING UNIT 


(Forms, Charts, etc.) 





REGIGNAL OFFICES 


ee —_eT nen ewe eae ea ae = 


$34,150 
$ 


Drafteman GS-6 #), ,080 9 7 nit oes 
7 Attorneys GS~12 $65 ,130 
Draftsman as-5 3,670 ’ 


Attorneys GS-11 £1,120 


FL, 150 


35 Investigators GS-11 223,450 
9 Sec'y-Stenos. GS- 5 33,030 
9 Clerk-Typists GS- 4 30,735 
75 Positions and anmual cost 


2 Positions-annual costs $7,750 





ADMINISTRATIVE MANAGEMENT OF AGENCY 





1a] administrative posit'ons required & 2),,000 
Divisiam is added to Agency 
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My remarks are confined to the suggestions contained in part III of the SEC 
memorandum dated March 8, 1957 and entitied ‘‘Recommended Changes in the 
Douglas Bill” (pps. 4-12 of the memorandum), which will be taken up in the 
same order as listed there. In general, I believe that the SEC suggestions are a 
thoughtful contribution to the drafting of a workable law. 

1. Section 3 (a) (7).—I concur in the extension of the definition of “person” 
to include “mutual company, joint-stock company, trust, unincorporated organ- 
ization.” 

2. Section 5 (a).—I see no objection to extending the time for registration 
required by the bill to 120 days rather than 90 days as presently provided, to 
afford the administrative agency more time. This might also be accomplished 
by giving the administrative agency discretion to postpone for a reasonable 
time the date for registration. 

It can be assumed, I think, that the act of filing a registration statement in 
compliance with the requirements constitutes registration without a specific 
provision. 

I concur as to the advisability of requiring the plan managements to file 
amended registration forms to keep current any material changes in the plan or 
to giving the agency discretion to require this if they do not already have au- 
thority in the present language of the bill. 

It might also be appropriate to give the agency discretion to require the 
inclusion of some minimum financial data in the registration forms, though this 
should not be allowed to defeat the major objective of a simple, identifying, 
and classifying registration which entails a minimum of paperwork. 

3. Section 6 (b).—The possible constitutional objection raised by the SEC 
to the language of the section could be cured by inserting after the word 
“agency” in line 23 of page 7 of the bill the following: ‘‘after reasonable no- 
tice to such person or persons and an opportunity for hearing, the agency 
determines that * * *” 

4. Section 6 (c).—This section prescribes the form of annual report and 
authorizes the agency to require “supporting” information The SEC appar- 
ently believed that the word “supporting” is too restricted and the word “other” 
or “additional” would be preferable. 

The word “supporting” was used in this section in deference to the arguments 
of specialists in the field who were fearful that such words as “additional” 
would defeat the purpose of specific requirements provided by the bill and 
permit too great discretion on the part of the agency. 

5. Section 6 (F) (1) (@).—This section requires the listing of all investments 
in securities or properties ‘of all parties in interest.” It is suggested by the SEC 
that it should be amended more clearly to require detailed disclosure of all 
investments in the employers’ own securities, and to show the percentage 
which the fund owns of the employers’ securities. 

While I believe the language is sufficiently clear on this point, I would not 
oppose a clarifying amendment. 

6. Section 6 (F) (1) (D).—The SEC recommends that complete portfolio 
information be furnished instead of such details only in respect to those holdings 
which are in excess of 5 percent of the fund or 10 percent of an issue. In the 
light of the SEC testimony with respect to its experience with the Investment 
Company Act, there would be no objection to requiring full disclosure of port- 
folio investments at least to the Government agency on a confidential basis pro- 
vided that this did not substantially handicap passage of the legislation. 

7. Section 7.—I agree that there should be a provision in the bill to permit 
disclosure to the public of information contained in registration statements 
filed under section 5 similar to the provision for disclosure to the public of 
information contained in the annual report. 

8. Section 8.—In considering the desirability of an advisory council to assist 
in the administration of a disclosure act, the SEC states that the elimination of 
such a council and the elimination of a terminal date of legislation would 
appear to represent “legislation more compatible with effective administration.” 
Such a council was provided in S. 1122 because it was believed that during the 
initial stages of the administration of such an act, such a body would provide 
material assistance to the administering agency and would permit the respec- 
tive groups to have an advisory voice. 

A 3-year term for initial legislation would also require reappraisal of the 
legislation and a report to the Congress of the need for simplification, modifi- 
cation, or extension of the act. While the advisory council should report to the 
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administrative agency, they also should be empowered to report directly to 
Congress. 

9. Section 9—It is suggested that a subsection be added here which would 
require the maintenance of books and records and authorize the agency to make 
inspections of the books and records of welfare and pension plans similar to the 
provision contained in laws presently administered by the SEC. While the 
administrative agency should have such authority, it was not contemplated that 
there would be a periodic inspection system, at least to begin with. 

10. Section 10.—The SEC suggested that the provisions contained in this 
section for the obtaining of injunctions and other equitable relief as well as for 
the initiation of criminal proceedings be coordinated with new technical 
amendments being proposed by the SEC in connection with its other duties 
on the basis of current studies. 

In the event the administration of a disclosure act is placed with the SEC, 
this suggestion should be adopted. 

11. Section 11.—It is suggested that there should be an additional criminal 
section covering kickbacks. There is certainly no objection to such a propvusal 
in the event it can be appropriately drafted, and if it is not considered to be 
delving too far into the field of regulation, which the present bill does not 
contemplate. 

12. Section 12.—In commenting on the 3-year terminal date of the act, the 
SEC suggested that this is a far shorter time in which to make an appropriate 
study of such a broad area and suggests that if such a provision is contained in 
legislation, it provide a minimum term of 5 years. While the 3-year term 
seemed long enough for the initial action, I recognize the validity of this point 
in view of the rapid development in this field, and I do not object in principle 
to a longer period. 

13. (a). The SEC suggested that the agency be given rulemaking powers to 
provide for disclosure of pertinent facts in connection with the solicitation of 
employees for various purposes in connection with changes in pension and 
welfare plans such as is provided under the proxy rules of the acts which it 
administers. I doubt if this would be appropriate for a welfare and pension 
plans disclosure act at this stage. 

(b) It was further suggested that the bill be strengthened by providing for 
something more than a prohibition against embezzlement, theft and conver- 
sion and that the bill should provide a list of prohibited transactions such as are 
contained in section 17 (a) of the Investment Company Act of 1940, which 
would be subject to the scrutiny and control of the agency. Again such pro- 
visions in the legislation might have distinct advantages if drafted with suffi- 
cient specificity and if it was not considered to be unduly proceeding into the 
field of regulation. 


Senator Doveias. Thank you. I want to apologize to the Secretary 
too, for taking up so much time. 

Senator Kennepy. Thank you, Senator. 

The next witness is Senator Goldwater. 

Senator, you may proceed. 


STATEMENT OF HON. BARRY GOLDWATER, UNITED STATES 
SENATOR FROM THE STATE OF ARIZONA 


Senator Gotpwater. Mr. Chairman and members of the commit- 
tee and Secretary Mitchell, I want to apologize for this seeming un- 
scheduled appearance, but when I returned from Arizona last Friday 
there was a notice on my desk that I was to testify this morning. I 
consequently made some rather serious changes in my sc schedule this 
morning, changes that I couldn’t rectify. That ex lains why I am 
not in a position to yield to the Secretary—something that I would 
like to do—and I hope, Jim, you will understand our situation. 

When the rights of working men and women to organize for collec- 
tive-bargaining purposes were first recognized, it was also felt by the 
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Congress that these attempts at organization would be hampered by 
the weak position of union labor at the time. Consequently, many 
favors were given to unions to assist them in becoming established. 
Today we find that these organizations operate outside the law in 
many areas where the law applies stringently to other members of or- 
ganized society. It cannot be argued any more that organized labor is 
a small, struggling movement that needs special care lest it be de- 
stroyed, yet in our laws and in many of our policies we still treat it 
in this way. 

As I have said before, there are a great many areas in which labor 
unions enjoy extralegal privileges that this country would never 
tolerate in other groups. alien unions have become strong and pow- 
erful, and it is time that the Congress takes cognizance of the dangers 
encompassed in this power, just as it did when it became necessary to 
bring big business under the antitrust acts. Today labor organiza- 
tions have serious power over people; they can give or take away jobs; 
they can promote or penalize a business; their treasuries are growing 
at a rate of over half a billion dollars a year from union dues alone, and 
their welfare funds now total in the neighborhood of $25 billion. The 
combination is handmade to tempt the dishonest and unscrupulous 
element of our Nation. May I quote one of the foremost. labor writers 
of this country, Mr. A. H. Raskin, of the New York Times, on this 
subject, as he wrote on the 10th of January of this year in the paper: 

The record of congressional, State, and local investigations in many areas 
shows that racketeers have been swift to move in often on a basis that makes 
it hard if not impossible to send anyone to jail. Through fee-splitting arrange- 


ments, shakedowns, and kickbacks, they have been able to siphon off millions 
of dollars in excessive commissions and service charges. 


I might interrupt, Mr. Chairman, just very briefly to refer to a 
statement made by Mr. Victor Reisel, December 25, 1953, in the New 
York Mirror which the headlines stated, “Loot labor aid funds of $35 
million a year.” 

Some funds have paid more in overhead charges than in benefits. Union offi- 
cials and fund administrators have spent months at costly resorts, with all their 
expenses billed to the fund. Automobiles, jewelry, nightclub revels, even an 
apartment for a girl friend, have been provided out of money intended to safe- 
guard rank and file unionists and their dependents. 

Labor leaders earning $20,000 a year or more in their regular jobs have put 
themselves on fund payrolls for comparable amounts. Insurance contracts 
have been funneled through wives, sons, or other relatives at fees far above 
those obtainable through established brokers. Union chiefs in a position to 


steer welfare business to a particular agent have been paid “consultant” 
retainers of $350 or $400 a week. 


Mr. Chairman, one might gather that the only instance of this 
wrongdoing is Mr. Beck and his operation of the teamster funds, but 
in just a casual preview of the situation and I might say that this 
book in front of me is just a collection of clippings that we have made 
from about December of 1953 up to the present time on this subject. 
It is not a complete collection but it only covers the papers that are 
available in the marble room and in the period of time, I have located 
12 different examples of different unions locals and internationals that 
have participated in activities pretty much the same as Mr. Beck. 
They cover the A. F. of L., they cover the CIO, they go right through 


so this is not something that has been confined particularly to Mr. 
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Beck and his teamsters. It has been estimated that this year alone 
$4 billion will go into retirement funds and at least as much more 
into life insurance, sickness pay, hospitalization, medical care for 
workers and their families. About three-quarters of this money, it 
is estimated, will come from employers, with the rest coming from 
the workers. 

The situation then that confronts this subcommittee is not a small 
one; in fact, it is probably the largest such problem that has ever 
faced a committee of Congress. The solution to this problem will by 
no means be the end of legislation needed to bring the power of labor 
organizations into line with the powers enjoyed by other groups in 
our society. It is my contention that the most glaring single thing 
that is coming out of the present hearings in the field of labor-manage- 
ment relations is the excessive power vested in the union organizations 
and the potentiality that that power carries to the very freedoms that 
we strive to protect. 

Mr. Chairman, getting down to the legislation directly: 

1. It has been well demonstrated that abuses in jointly administered 
welfare funds are so serious and extensive as to require legislative 
remedy. The Wint-Smith subcommittee, the Douglas subcommittee, 
and the McClellan select committee have documented this abundantly. 

2. The press and public opinion, as well as leaders in Government, 
labor and industry, have called upon the Congress to provide such a 
remedy. 

3. The best legislation will adapt itself to and be readily integrated 
with existing law and will confine itself to the demonstrated evils 
which it is intended to curb. 

4. The Taft-Hartley Act, in section 302, provides the basic au- 
thority under which employers pay money into jointly administered 
welfare and pension funds. In this section of the law, the Congress 
took cognizance of the likely need for protection of these welfare 
funds and provided certain safeguards. That these safeguards were 
a and need to be tightened up now is clearly evident. 

5. Senate bill 1813, by amending section 302 of the Taft-Hartley 
Act provides these improved safeguards, What safeguards are 
needed ? 

(a) Disclosure. 

(6) Guarantee of conscientious performance of fiduciary respon- 
sibility of trustees of these jointly administered funds. 

(ce) Protection for union members against discriminatory admin- 
istration of benefits, whether such discrimination is based on union 
membership or other causes. 

(d@) Criminal penalties for self-dealing, kickbacks, fictitious admin- 
istrative expenses, and other larceny of trust funds. 

6. Senate bill 1813 provides these safeguards in the following way: 

(a) It requires full disclosure to the agency of the Federal Govern- 
ment most experienced and best equipped in tracing and analyzing 
financial transactions—namely, the Securities and Exchange Com- 
mission. It also provides for disclosure to union members of the 
use made of moneies contributed on their behalf. 

(5) Theoretically, the present Taft-Hartley requirement that there 
be appointed an equal number of management and union trustees 
would furnish balance and assure conscientious administration of 
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the trust. It is now plain that, with the growing power of labor 
unions, the management representatives, particularly when they are 
small-business men, are unable to enforce proper administration of 
these funds. There have been too many cases in which the manage- 
ment representatives have found themselves subject to intolerable 
harassment in other aspects of the labor relations (or under threats 
of such harassment) to expect them to always guarantee proper 
performance of the officials administering these trusts. S. 1813 pro- 
vides for the appointment of additional trustees, beholden to no one, 
appointed by the senior district judge of the Federal court in which 
the fund is domiciled. This impartial and independent trustee can 
guarantee conscientious performance of the fiduciary responsibility. 

(c) Many existing welfare and pension funds provide that em- 
ployees must apply to the union office in order to obtain the bene- 
fits to which they are entitled. This procedure is an open tempta- 
tion to the union to use welfare or pension benefits as a form of coer- 
cion to obtain compulsory union membership not otherwise provided, 
or other forms of control over the lives of union members. S. 1813 
would prohibit such discrimination. 

(d) The criminal penalty speaks for itself, 


AMENDMENT OF LABOR-MANAGEMENT RELATIONS ACT, 1947, RELATING 
TO REGULATION OF WELFARE FUNDS—DIMENSIONS OF THE PROBLEM 


The concentration of financial power represented by these funds is 
in itself a matter for careful contemplation and deep concern. Their 
very magnitude points up the necessity for adequately safeguarding 
their employee beneficiaries. 

Subcommittees of both the Senate and House Labor Committees 
as well as the Select Committee on Improper Activities in the Labor 
or Management Field have revealed gross irregularities and cor- 
ruption in the administration of many collectively bargained welfare 
funds. The major forms of abuse to which such funds have been 
subjected have been so widely publicized and are so well known that 
there is no need to detail them here. 

It is now clear that the public has been aroused to a realization 
that some measure of public regulation beyond that presently pre- 
vailing is urgently required. At the outset it should be emphasized 
that such increased regulation designed to eradicate the abuse in the 
administration of welfare funds should not be considered a partisan 
issue between employers and unions. Instead, it must be considered 
as a necessary safeguard for the individual employee beneficiary of 
such funds and the general public. 


EXISTING LEGISLATION 


The Labor-Management Relations Act of 1947 is the statutory 
source of Federal regulation of employee welfare funds. Section 302 
(a) and (b) of the act make it unlawful for an employer to pay or 
deliver or to agree to pay or deliver money to any representative 
of any of his employees or for any representative of any employees 
to accept such payment. 

Employee payments to collectively bargained welfare funds are 
permitted only by virtue of falling with the enabling provisions con- 
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tained in subdivision (5) of section 302 (c). This enabling sub- 
division applies where the following conditions are met : 

1. Such payments are for medical or hospital care, pensions on 
retirement or death of employees, compensation for injuries or ill- 
ness resulting from occupational activity or insurance to provide any 
of the foregoing, or unemployment benefits or life insurance, disabil- 
ity and sickness insurance, or accident insurance. 

2. The basis for such payments must be specified in a written agree- 
ment. 

3. The employee and the union have equal representation in the 
administration of the fund. 

4. An annual audit is made, a statement of the results of which 
must be available for inspection at the principal office of the trust 
fund. 

The present provisions of the act have proved a completely ineffec- 
tual safeguard against abuses such as those disclosed by the past and 
present investigations. Although congressional intent to prevent wel- 
fare fund abuses was abundantly clear at the time of passage of the 
act, the statutory language permitted circumvention of such congres- 
sional intent. 

As but one example of the deficiencies of the present statutory 
language it can easily be recognized that the disclosure provisions in 
section 302 (c) (5) are totally inadequate. The section merely re- 
quires the submission of “an annual audit.” This requirement may 
be met without disclosure of the names of the people to whom pay- 
ments are being made or the amounts paid to such persons. Conse- 
quently, the annual andit will not furnish the information necessary 
to determine whether excessive administration fees are being incurred 
or whether there is improper self-dealing by administrators of the 
funds. Also, the limited requirement that the annual audit must be 
available for inspection at the principal office of the fund does not 
assure full and proper disclosure to all parties in interest. 


PURPOSE OF 8. 1813 


This bill is designed to implement the congressional intent of pre- 
venting abuses in welfare plans within the framework of the act. It 
does this by reasonable and commonsense controls. In so doing it 
seeks to plug the loopholes of the present section 302 (c) (5) and 
thus to eradicate the abuses which have victimized the employee bene- 
ficiaries of these funds. 

Amendment of the present statute rather than the introduction of 
legislation separate and apart from existing statutory proscription 
would clearly seem the most effective and appropriate method. This 
is so in view not only of congressional intent that section 302 of the 
Labor-Management Act be the controlling statute for welfare-fund 
regulation but also in view of the United States Supreme Court’s 
corroboration in United States v. Ryan (350 U.S. 299), and Brennan 
v. United States (240 F. 2d 253). As the Court pointed out in the 
Ryan case: 

Paragraphs (a) and (b) of section 302 make it unlawful for any employer 
to offer, or any representative to accept, money or other thing of value. Para- 


graph (c) lists five exceptions to these broad prohibitions. The first exempts 
payments as compensation for services “to any representative who is an em- 
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ployee” of the employer. Thus it is clear that section 302 anticipates that a 
“representative” may be individual. Of the remaining 4 exceptions, 1 could 
apply only to unions but each of the other 3 could apply as readily to indi- 
yiduals. * * * 

In 1946, Congress was disturbed by the demands of certain unions that the 
employers contribute to welfare funds which were in the sole control of the 
union or its officers and could be used as the individual officers saw fit. The 
United Mine Workers’ demand that mine operators create a welfare fund for 
the union by contributing 10 cents for each ton of coal mined, caused the Congress 
to act. The Case bill. H. R. 4908, 79th Congress, 2d session, which regulated 
welfare funds in a manner similar to section 302, was enacted in 1946, but was 
yetoed by the President. The following year the Taft-Hartley Act containing 
section 502 was passed over another veto. 


OUTLINE OF PROPOSED REVISION OF SECTION 302 (C) (5) 


1. Definition of the agreement as a trust agreement and reference 
therein to the representatives who administer the trust as trustees 
(p. 3, line 23). 

2. Designation of a trustee by the senior district judge of the district 
court of the United States in the district in which the fund has its 
principal office, whose decisions will be determinative in the event of 
a dispute between the trustees designated by the employer and the 
trustees designated by the employees. The decision of such judicially 
designated trustee, however, shall be subject to judicial review at the 
behest of any other trustee or any other interested party (p. 4, lines 
3-15). 

3. Express preclusion of any discrimination in the enjoyment of 
benefits on the basis of membership or nonmembership in a union 
(p. 4, lines 16-19). 

Mr. Chairman, I think this is one of the most important provisions 
of my act. At the present time, as the investigating subcommittee 
undoubtedly found out, we have funds that are administered by the 
union—a union operating not under a closed or a union shop. We 
have evidence that employees who are not union members find great 
difficulty in obtaining their funds. In fact, in many cases they have 
been received, these funds, unless membership in the union is imme- 
diately taken out. I think it is a protection that we have to write 
into the law that we recognize neither membership or nonmembership 
as precluding a man from benefiting under these welfare funds. 

4, Requirement that the trust agreement be filed with the Securities 
and Exchange Commission (p. 4, lines 19-22). 

And I am happy to see that the proponents of other legislation are 
pretty much in agreement with that, the costs have been brought out 
this morning of doing this, of handling the S. 1122 under SEC would 
cost about $1,300,000. It is my feeling—and I haven’t had a report 
on it—that this bill could be operated for a less amount than that. 

5, Requirement that an annual report concerning the fund be made 
by a certified public accountant and a detailed listing of pertinent 
information to be covered in such audit, including the names of labor 
organizations whose members amyieh Aa in the fund and the names 
of employers contributing to the fund as well as the amounts of such 
contributions; the names of the insurance carriers and the amounts 
and recipients of insurance commissions, administration fees or sal- 
aries; statement of total premiums paid to the insurance carriers and 
the total benefits paid to persons participating in the fund; a schedule 
showing the investments of the fund (p. 5, lines 5-6 on p. 6). 
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6. Requirement that an extract of such annual report be mailed 
to each person participating in or covered by the fund. (P. 6, L 
9-11.) 

7. Provision for the Securities and Exchange Commission to super- 
vise the administration of the fund and adopt rules and regulations 
for the protection of the fund. In connection with this provision, 
the Securities and Exchange Commission shall have injunctive powers 
as well as the power to report to the Attorney General any infringe- 
ment found so that appropriate criminal sanctions may be invoked. 
(P. 6, L. 12-24.) 

8. Blanket provision that no representative of the employees, no 
member of the Union, no employer or employee of such employer 
shall receive any financial benefit directly or indirectly from the 
fund, except that trustees may receive reasonable compensation for 
their services and reimbursement for reasonable expenses. (P. 6, 
L. 25; p. 7, L. 22.) 

9. Preservation to the States of their traditional rights to regulate 
in this field so that there can be no implication of Federal preemption. 
(P. 8, L. 18-21.) 


COVERAGE OF S. 1813 


This bill, just as the present provisions of the Labor-Management 
Relations Act, limits its application to collectively bargained, jointly 
administered welfare funds. There are completely compelling rea- 
sons for this. 

1. The welfare fund problem, as a practical matter, is a labor re- 
lations problem. The shocking abuses which have been disclosed 
have been confined to collectively bargained funds. It is manifest 
that the cure should attack the specific disease. 

Mr. Chairman, I can’t recall in the printed testimony nor can I re- 
call in the testimony taken before the New York State Legislature, 
which enacted a law in this field, any testimony to the effect that 
company administered funds have been guilty of any violations of 
public trust or of any law. 

Certainly, as Senator Douglas has suggested there can always be 
room for questioning in the fields of investment. I don’t think that 
you would agree with my investments or that I would agree with 
yours, it is a field we can always argue with, but there has never been 
any disclosure made of any irregularities to my mind in the field of 
company managed funds. 

2. Government intervention would be inappropriate in the opera- 
tion of unilateral plans. Thus, it would accomplish nothing to re- 
quire an employer who has unilaterally instituted and administered a 
welfare plan to account publicly for his expenditures with respect 
to such a plan and the administrative details in connection therewith. 
Similarly, in those instances where a union has unilaterally instituted 
and administered its plan there is presently no apparent reason for 
including it under legislative controls. 

I might say, Mr. Chairman, and I know the distinguished Sen- 
ator from New York is well aware of this, that New York after much 
deliberation, after much consideration, passed a law governing in 
these fields which controls only the joint funds. 

Senator Ives. May I interrupt the Senator on that? I have al- 
ready put that in the record. (See p. 31.) 


WELFARE AND PENSION PLANS LEGISLATION 79 


Senator Gotpwater. I think that is most important, because New 
York certainly has more of these funds than any other State and more 
reason to have them. 

8. The great number and variety of welfare programs instituted and 
administered solely by the employer is a strong argument in itself 
against indiscriminate coverage of all benefit plans. Obviously, no 
purpose would be served by forcing such employers to change their 
accounting procedures and reporting systems to meet the technical 

uirements of legislation aimed at an entirely different type of 
<< plan where a serious abuse must be remedied. Extending 
legislation to these unilateral plans could have no effect except to 
discourage employers from instituting such programs for the benefit 
of their employees. 

In conclusion, the foregoing represents an effort briefly to set forth 
the reasons for the proposed changes in the present statutory language 
and an outline of the substance of such proposed changes. I sincerely 
believe that if these proposals are adopted there will be a reasonable 
and effective remedy for the welfare fund problem. 

Now, Mr. Chairman, not relating directly to this problem but cer- 
tainly one that will stem from it as these funds increase, is the answer 
to a question that I asked Mr. Beck—he took the fifth amendment 
on it—whether or not the earnings from investments made from these 
tax-free funds should not receive the application of the income tax. 

We can see today in the very near future where these funds will 
exceed the social security funds of the United States. We can see 
today these funds becoming the largest single source of investment 
for American industry and American business. 

As they continue to grow and as they continue to make money, we 
are going to remove more and more of our tax base from the tax rolls, 
and I am not advocating anything here this morning, but I do think 
in the very near future it behooves this Committee on Labor and 
Public Welfare to study the overall question of whether or not returns 
from investments that are made out of tax-free funds should not 
have the income tax applied to them. 

Just a quick go-around at what we have in these welfare funds today. 
Say we have $30 billion, that has been suggested that we have that, 
or even $25 billion. At a very normal return on investment today, 
we can have an income of over a billion dollars on which there is no 
tax at all. 

One other thing that I want to suggest which will stem out of 
this any will be a further study to determine how far these union 
welfare funds can be used to invest in the companies that the unions 
themselves are interested in as bargaining agents. 

Witness during our hearings, the admission by Mr. Beck that his 
union represented Montgomery Ward after the large investment was 
made to enable Mr. Avery to retain control of the company. 

I am not offering anything in the form of legislation this morning. 
I merely suggest it as something which can come out of these hearings 
and be followed so we might study it for needed legislation in the 
future. 

I want to thank the subcommittee for the privilege of appearing 


here, and I want to again apologize to Secretary Mitchell for my 
having taken of his time. 
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Senator Kennepy. Thank you, Senator. 

I think it is my responsibility for the way the schedule was arranged, 
and I apologize to the Secretary of Labor. 

We are very glad to have you testify, Secretary Mitchell. I want 
to express the regrets of the subcommittee for having kept you wait- 
ing. We will continue on through until we hear your testimony, so 
we do not want you to hurry unless your schedule requires it. 


STATEMENT OF HON. JAMES P. MITCHELL, SECRETARY OF LABOR 


Secretary Mircnetn, No, Mr. Chairman. I am free until late this 
afternoon, if you wish. 

Senator Kennepy. You may proceed whatever way you wish. 

Secretary Mrrcnenti. Mr. Chairman and members of the committee, 
[ appreciate the opportunity to present the views of the administra- 
tion on welfare and pension plan legislation. 

The stake which the working men and women of America have in 
these plans is a tremendous one. The investigating subcommittee of 
the Committte on Labor and Public Welfare, under Senator Douglas, 
which studied the operations of these plans, estimated in 1954 that 
some 75 million persons—employees and their families—look to them 
for health, welfare, or pension benefits of some kind. 

Almost $7 billion a year go into the funds, according to the sub- 
—— estimates, of which more than $2 billion are contributed 
by the workers themselves. These private plans are so important for 
the economic security of the American people that their operations 
have become a matter of public concern. 

President Eisenhower in a special message to the Congress in 1954 
proposed that Congress study welfare and pension plans. Only last 
month the President had occasion to call attention to this matter — 
to express his earnest belief that legislation should be enacted : 
speedily as possible. On that occasion ne said : 

We seek not only to protect the individual worker in his person and in his 
aspirations, but in the interest he has in his union funds and dues and in the 
security of his welfare and pension plans. 

A bill to carry out the proposal of the President for legislation “to 
assure adequate disclosure of the financial affairs of each employee 
pension and welfare plan and to afford substantial protection to their 
beneficiaries” was introduced in January 1956. 

A similar bill, S. 1145, introduced by Senator Ives for himself, Sena- 
tor Allott, and Senator Smith of New Jersey, is among the legislative 
proposals now before you for consideration. 

The investigations already conducted by the Congress have pro- 
vided valuable basic data for legislative action at this time. The 
facts assembled by these efforts and in the administration’s considera- 
tion of the problems have demonstrated the need of national legisla- 
tion in this area, and have provided valuable guides to appropriate 
courses of action. 

While they have given us a fuller understanding of the problems 
involved and have pointed the way to possible solutions, they have at 
the same time made us very much aware of the complexities of the 
subject which we must face in dealing with it effectively. 
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This information and that developed before the Senate select com- 
mittee in its current hearings have reinforced our earlier conclusion 
that legislation along the lines of S. 1145 should be enacted speedily 
by the Congress. 

In addition, we have concluded as a result of our studies that our 
original proposals may be improved and strengthened by certain 
amendments which 1 will discuss, and we are indebted, I might say, 
to Senator Douglas and his subcommittee for many of the amend- 
ments which we are now going to propose. 

The recent disclosures before the Senate select committee have served 
to focus attention anew on the abuses which may be practiced in the 
administration of employee welfare and pension funds and the pos- 
sible resulting serious loss to the workers and their families who are 
the beneficiaries. 

If the Federal Government can by appropriate legislation aid in 
eliminating the worst of these abuses by making financial information 
regarding the plans accessible to the beneficiaries and the public, I 
believe the necessary action should be taken promptly. Improve- 
ments in management of the funds can be expected if disclosure is 
required. 

It is our firm belief that the vast majority of these pension and wel- 
fare plans are soundly and honestly administered. Disclosure legis- 
lation of the kind proposed in 8S. 1145 would, however, be a salutary 
step in the direction of remedial action in those cases where abuses may 
now exist as well as a preventive measure against possible future irreg- 
ularities in the majority of plans which are now well managed. Such 
legislation would, in my opinion, not take Government too far into 
internal affairs of labor or management, collective bargaining, or 
other employer-employee relationships. 

Some of the facts brought out by the investigations and studies 
that have been made provide convincing evidence of the importance to 
the Nation’s working men and women of the plans to which the pro- 
posed legislation would apply. They also emphasize the variety of 
the plans to which any comprehensive legislation must be adapted. 
and point up the problem of accommodating its requirements to the 
different situations presented by the various kinds of plans. 

Estimates indicate that existing welfare plans provide life-insur- 
ance coverage for some 29 million employees. The pension plans, pro- 
viding retirement benefits, are estimated to cover approximately 13 
million employees. Other types of benefits guaranteed by welfare 
plans are: Payments in case of accidental death or dismemberment. 
for temporary disability, and for hospitalization, surgical, and 
medical expenses. 

The exact number of employee welfare and pension plans in exist- 
ence today is not known. The Senate Subcommittee on Welfare and 
Pension Funds in the last. Congress estimated there may be, in all, 
some one-half million such plans and insurance policies of all kinds. 
Employees as well as employers contribute to the cost of a great many 
of these plans. 

As I have stated previously, a result of the further studies and cur- 
rent developments since the introduction of S. 1145 has been to afford 
new insight into the type of provisions which will best carry out the 
objectives of this legislation. I shall present the administration’s 
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present recommendations as to what we think the substance of these 
provisions should be. These proposals will involve some amendments 
to the provisions of our earlier proposals in S. 1145, which I will de- 
scribe in more detail later. 

The legislation which the administration proposes in this area relies 
primarily upon disclosure to the beneficiaries and the public of the 
financial operation of the plan to achieve the desired ends. It is also 
designed to encourage appropriate State regulatory action and self- 
policing by the parties. The proposal does not provide or in any 
way intend that the Government would guarantee the actuarial or 
financial soundess of employee plans. 

The administration’s present proposals would be carried out 
through a requirement for the registration with the Government of 
pension, health, and welfare plans for which, or for contributions to 
which, exemptions or deductions are allowed under the internal-reve- 
nue laws, as well as plans which apply to employees in any industry 
affecting interstate commerce. 

The addition of this interstate commerce coverage to the tax basis 
of coverage provided by S. 1145 will, we believe, adequately cover 
all the areas of true Federal concern. Annual financial reports of 
the covered plans would also be required. The obligation to register 
these plans and file the financial reports would be placed upon the 
persons responsible for the control, disposition, or management of 
the funds established by the plans. 

With respect to annual reports of the registered plans, it is rec- 
ommended that a certification of these reports by a certified or li- 
censed independent public accountant, based upon a comprehensive 
audit of the records of the plan involved, be made a requirement of the 
law. This audit, under the accepted standards of the profession, 
would provide additional assurance of accuracy in the reports filed. 

Administration of the program would be placed in the Secretary 
of Labor who would have the power to receive for registration and 
classify plans for purposes of annual reporting and to make and pub- 
lish studies, analyses, reports, and surveys. He would be required 
to make information filed available to the public under appropriate 
regulations and to provide that pertinent portions of the material be 
distributed by the responsible officers of the plan upon request to each 
beneficiary. 

Criminal penalties would be provided for violations of and non- 
compliance with the act, as well as for false entries in any book, ree- 
ord, or statement required to be kept or filed, and for embezzlement 
and other unlawful use of the fund money. 

There are almost infinite varieties of welfare and pension plans. 
They are established by employers, by employee organizations, or by 
both. They provide many different kinds and combinations of pen- 
sion, health, and welfare benefits. They are financed by contribu- 
tions of employers, of employees, or of both. They are administered 
by employers, by employee organizations, or jointly. Their liabili- 
ties are funded by many different methods. 

They are established unilaterally or through collective bargaining. 
They cover a single establishment, several establishments of the same 
employer, or a number of different employers. They are insured or 
self-insured. They provide a fixed level of benefits or whatever 
benefit a fixed amount of money will provide. 
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The registration requirements of the legislation we propose are 
designed to cover all these different types of plans. 

There is good reason why at this time all plans should register 
because all workers who are beneficiaries of these plans rely upon the 
future benefits which they promise and are entitled to the same kind 
of protection. If disclosure will prevent abuses and protect bene- 
ficiaries, disclosure can benefit beneficiaries of small plans as well as 
large ones. 

Managers should be expected to give an accounting of their stew- 
ardship in handling these funds whenever employees’ contributions 
are involved and where there is no employee contribution. 

These plans in their totality have such importance for the security 
of the American people that the public interest justifies at this time 
registration and annual reporting of all of them. 

This initial registration and reporting would provide information 
upon the basis of which the administering agency could classify plans 
and develop appropriate reporting requirements consistent with the 
purposes of this registration. 

The administering agency will submit annually a report to Con- 
gress. It will take some time before all plans have filed information. 
The second annual report of the agency will include full information 
with respect to the results of studies the administering agency shall 
make of the operation of the registration, reporting, and disclosure 
requirements and will report to the Congress specific conclusions and 
recommendations. 

During this period, of course, the administering agency will also 
work very closely with the appropriate committees of the House and 
Senate as contemplated by the Legislative Reorganization Act of 
1946 (2U.S.S. 190d). 

In a new program of this kind, it is also important to permit some 
degree of discretion regarding the particular information to be re- 
quired. This flexibility, within the limits of standards set by Con- 
gress, would have the advantage of permitting the administrative 
agency to benefit from experience derived from the operation of the 
program and to make informed recommendations to the Congress for 
any modifications in the legislation which might be found to be neces- 
sary or desirable. 

Various proposals have been made concerning the appropriate Fed- 
eral agency to administer a welfare and pension plan disclosure 
program. 

The Congress has not previously vested in any Government agency 
responsibilities identical with those which would be created by such 
a program. It has, however, vested in a number of agencies com- 
eee or related responsibilities. The administration believes, as 
8. 1145 provides, that it would be appropriate for administration of 
the program to be in the Department of Labor. 

This Department is the Cabinet agency established to “foster, 
promote, and develop the welfare of wage earners.” The pension and 
welfare plan disclosure legislation is, as President Eisenhower stated, 
designed to “protect and conserve these funds for the millions of work- 
Ing men and women who are the beneficiaries.” 

_ To a large extent, the problems to be dealt with fall within or 
Impinge upon the areas in which the Department of Labor has 
experience and responsibility as a Cabinet agency of Government. 
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Within these fields, the Department of Labor, like the Securities and 
Exchange Commission in the capital market field, has technical com- 
petence and experience in enforcing statutes of greater complexity 
than the proposed statute. 

The Department of Labor already has several functions in this area: 

(1) Under subsections (f) and (g) of section 9 of the National 
Labor Relations Act, as amended, with respect to registration and 
finanical reports submitted by unions (as you know, the adminis. 
tration has requested authority for the Secretary of Labor to make 
these reports public). 

(2) Under section 211 of the Labor-Management Relations Act 
with respect to maintaining a file of available collective bargaining 
agreements and making available data and factual information which 
may aid in the settlement of labor disputes. 

(3) Under section 7 (d) (4) of the Fair Labor Standards Act, 
with respect to the exclusion of contributions to health and welfare 
funds from “regular rate” of pay. 

In addition, the Department's Bureau of Labor Statistics engages 
regularly in research and publication of studies on economic and 
operational aspects of welfare and pension plans, and is in a unique 
position to aid in the administration of the proposed statute, in 
necessary research, and in providing the analyses of information re- 
quired for the reports and recommendations which would be nade 
to the Congress under our proposal. 

As an aid in carrying out those provisions of our proposal which 
authorize enforcement through injunctions and penalties for viola- 
tions, I recommend that the administering agency be given power to 
make investigations deemed to be necessary by it to determine whether 
any person has violated any provision of the proposed act or pertinent 
regulations. 

It is generally conceded, I believe, that the authority to investigate 
for compliance is necessary to effective administration and enforce- 
ment of a statute imposing continuing, affirmative duties. Subpena 
power is customarily authorized as an adjunct to investigative power 
and is therefore included in our present proposals. 

It seems appropriate to add to the disclosure measure a provision 
making it an offense to falsify or destroy the books or records of any 
plan from which the reports would be required to be made under the 
legislation. A broader area of protection will be assured if a cr iminal 
penalty attaches at the time a false entry is made on the records of 
the fund. 

The suggested penalty for false entry would reach anyone willfully 
and unlaw fully taking false entries or destroying records of the funds. 
Penalties for noncompliance with the bill’s registration and reporting 
requirements would be applicable, on the other hand, only to the per- 
sons responsible for the operations of the plan. 

As an additional protection for beneficiaries of the plans covered 
by this legislation and as a further deterrent to corrupt practices, it 
is recommended that the Jegislation provide criminal penalties for 
embezzlement or misappropriation of funds from those welfare or 
pension plans which would be subject to the Federal registration 
requirements. 

Federal law would not supplant State laws making such offenses 
crimes, but Federal action would be possible where necessary. It 
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would also emphasize the strong interest of the Federal Government 
in maintaining the integrity of these funds. 

The recommendations of the administration for pension and wel- 
fare plan administration, as I have outlined them to you, will involve, 
as I have said, some changes in the substance and form of our earlier 
proposals as they appear in 8. 1145. I would like to state briefly the 
major amendments which would be required to carry out our present 
proposals: 

(1) In sections 2, 3, and 4 of the bill appropriate changes would 
be made to provide an interstate commerce basis of coverage in addi- 
tion to the taxing basis now in the bill, so as to provide a compre- 
hensive coverage of all plans involved. 

(2) Also in section 3 of the bill an amendment would make clear 
that the term “person” includes mutual companies, joint-stock com- 
panies, trusts, and unincorporated organizations. 

(3) The amendment of section 4 of the bill would add the require- 
ment that annual reports of the plans be certified by a certified or 
licensed public accountant. 

(4) The amended section 4 would also specify reasonable periods 
of time, starting when the applicable regulations are issued, for the 
submission of the initial registrations and reports of the plans. 

(5) Section 5 of the bill would be amended to add the Secretary 
of Commerce to the Cabinet officers who would be consulted and whose 
departments could be called on to provide assistance on a reimbursable 
basis in the administration of the legislation. 

(6) Amendments to section 6 of the bill would make disclosure of 
the information mandatory instead of discretionary, and would require 
the issuance of regulations to insure that the managing officers of the 
plan would provide special information to beneficiaries upon request. 

(7) A further amendment of section 6 would make mandatory the 
issuance of regulations to insure that the Governor of a State, on re- 
quest, could obtain copies of reports of the covered plans for State 
agencies designated by law or by him as a means of assisting the States 
to discharge their responsibilities with respect to regulation of such 
plans. 

(8) Section 7 (b) of the bill, authorizing administrative exemptions 
from its provisions, would be deleted. Instead, there would be added 
to section 8 the provision previously mentioned which requires the 
information in the reports of the plans to be studied and the results 
reported to the Congress in the second annual report of the adminis- 
terg agency with its recommendations, if any, for legislation. 

(9) Amendments to section 7 would also add provisions giving 
the administering agency appropriate authority to investigate and 
issue subpenas as an aid in enforcing the disclosure requirements. 

(10) A new title would be added to the bill amending the Crim- 
inal Code by adding the provisions for penalties in case of embezzle- 
ment of funds or falsification or unauthorized destruction of books 
and records of plans which would be required to register under the 
proposed legislation. 

In addition to these amendments, some technical and language 
changes in the bill would be needed to carry out the substantive rec- 
omendations and perfect the structure of the bill. There is attached 
to the copies of my statement draft language showing all the changes 
in 8. 1145 which I have discussed. 
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In conclusion, I would like to say that in legislation of the kind 
I have been discussing with you, the Federal Government would not 
attempt to solve the entire problem in the area of employee welfare 
and pension plans. This legislation would leave to the States their 
responsibilities for auditing and supervision of the funds. 

Also, the plan administrators themselves have a definite responsi- 
bility for good management. We believe the proposed legislation 
would encourage and assist State action through the provisions I 
have mentioned. As I stated previously, we also ‘believe that the pro- 
visions of this legislation would lead to improvements in management 
that would be in the interest of the plan beneficiaries. 

I urge that the committee take early and favorable action for the 
adoption of legislation along the lines of my recommendation. 

Senator Kennepy. Mr. Secretary, is this the copy of the draft bill 
that you talked about as attached to your statement ? 

Secretary MircuHe... Yes, sir. 

Senator Kennepy. That will be placed in the record at this point. 

(The document referred to follows :) 


Drart oF REvIsIONS PROPOSED IN THE Biuu (S. 1145) To Provipe For THE 
REGISTRATION AND REPORTING OF WELFARE AND BENEFIT PLANS 


[Matter shown as stricken through to be deleted] 


{Matter shown in italies to be inserted in the bill] 


A BILL To provide for the registration and reporting of employee welfare and pension benefit plans, ane 
for other purposes 


Be it enacted by the Senate and House of Representatives of the United States of 
America in Congress assembled, 


TITLE I—REGISTRATION AND REPORTING OF EMPLOYEE 
WELFARE AND BENEFIT PLANS 


Section 101. This title Phat this Aet may be cited as the ‘‘ Welfare and Benefit 
Plans Registration Act of 1957’, and is referred to in this title as ‘‘this Act’’. 


FINDINGS AND POLICY 


Sec. 2 102. (a) The Congress finds that in recent years there has been a phe- 
nominal increase in the number of welfare and benefit plans for the wage earners 
of the United States, with a corresponding increase in the amount of money con- 
tributed to, involved in, and disbursed by such welfare and benefit plans; that 
these plans have served greatly to advance the health and well-being of millions of 
wage earners and their families; that these plans have become an important factor 
in interstate commerce and in present day industrial relations and it is essential that 
their integrity be maintained; that much of the money involved in such plans is 
exempted by law from taxation by the United States, and that-it is essential for 
the protection both of the revenue of the United States and of the interests of the 
beneficiaries that full disclosure be made of the financial details of the operation 
and administration of such plans. 

(b) It is hereby declared to be the policy of this Act to afford protection to 
interslate commerce, to the revenue of the United States, and to the beneficiaries 
of the welfare and benefit plans above referred to, and to promote the general 
welfare, by requiring the registration of welfare and benefit plans and the report-, 
ing of appropriate information respecting their receipts, disbursements, assets 
liabilities, and financial activities. 


DEFINITIONS 


See: 3: Sec. 103. When used in this Act— 

(a) The term ‘‘welfare or benefit plan’? means any plan, fund, or program 
established by employers or employee organizations, or by both, for the purpose 
of paying or providing, for the benefit of beneficiaries, for medical or hospital 
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care, pensions or annuities on retirement or death of beneficiaries, compensation 
for injuries or illness, or insurance to provide any of the foregoing, or life insurance, 
disability and sickness insurance, or accident insurance; but shall not include any 
plan, fund, or program established by statute to provide benefits prescribed by 
such statute. 

(b) The term ‘employee organization” means any labor union or any organiza- 
tion of any kind, or any agency or employee representation committee, association, 
group or plan, in which employees participate and which exists for the purpose, 
in whole or in part, of dealing with employers concerning grievances, labor dis- 
putes, wages, rates of pay, hours of employment, conditions of work, or other 
matters incidental to employment relationships, 

(c) The term ‘employer’ includes any person acting directly or indirectly in 
the interest of an employer in relation to an employee, or a group or association 
of employers, but shall not include a foreign government or the Government of 
the United States or of any State, Territory, or possession, or political subdivision 
thereof, or the District of Columbia, or any governmental] instrumentality of such 
a government. 

(d) The term “employee” means any individual employed by an employer. 

(e) The term ‘‘beneficiary’’ means any employee of an employer or any member 
of an employee organization who is eligible to receive a benefit of any type from 
a welfare or benefit plan, or whose dependents or the members of whose family 
may be eligible to receive any such benefit. 

(f) The term “person” means an individual, partnership, corporation, mutual 
company, joint-stock company, trust, unincorporated organization, association or 
employee organization. 

(g) The term “Secretary” means the Secretary of Labor. 

(h) The term “industry affecting commerce’ means any industry or activity in 
commerce or in which a labor dispute would hinder or obstruct commerce or the free 
flow of commerce. 

REGISTRATION 


Sne: 4: The person or persons responsible fer the eontrel, dispesitien; oF 
meanegement, either direetly or through an agent er trustees designated solely 
by steh person oF persons; of the money received by oF contributed to any welfare 


Cede by reason of the nature oF activities of steh plan: oF 

424 rep elttHtt ds tittde thet teres Hreeoteed Ht stebh plat eoHstitttes an 
tte vette cleetttettertt tH eottptttttte ttattle trepttre Heder Elie titer de acttte 
Ceres ot 

43) contributions are reeeived from any person whe elaime all or part of 
steh contributions as an ealloweble deduetion under the internal Revente 


. 


NTT ee ee te 

seam ony. Sogperatoney. peeneninee :_ Every report shall be sworn te b3 

responsible fer the registration ef steh plen; and shal inehide seh information 
: ; og 


eit net Htes of te ptt te the Reerettes ants be peetlitiotte: : 

Sue: 4: Sec. 104. (a) The person or persons responsible for the control, disposition, 
or management, either directly or indirectly, of the money received by or contributed lo 
any welfare or benefit plan shall, if such plan is one— 

(1) established by any employer or employers in any industry affecting com- 
merce or by any labor organization or labor organizations representing employees 
in any industry affecting commerce, or by both; or 

(2) for which any exemption from taxation is claimed under the Internal 
Revenue Code by reason of the nature or activilies of such plans; cr 

(3) for which any claim is made that money involved in such plan constitutes 
an grneene deduction in computing taxable income under the Internal Revenue 

é; or 

(4) for which contributions are received from any person who claims all or part 
of such contributions as an allowable deduction under the Internal Revenue Code 
in computing taxable income; 

register such welfare or benefit plan with the Secretary and file reports of such plan 
Qs required by the provisions of subsections (b) and (c) of this section. 
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(6) Every welfare or benefit plan.to which subsection (a) applies shall be registered 
with the Secretary within 90 days after promulgation by the Secretary of the avppli- 
cable regulations and any amendments to such plan shall be registered within such 
time as the Secretary shall by regulations prescribe. The registration shall be in 
such form as the Secretary may, by regulations, prescribe, and shall provide such in- 
formation and data as the Secretary may determine to be necessary in order for him 
to identify the plan and the persons responsible for its operations, ascertain the type, 
scope, and coverage of the plan, and classify the plan for reporting purposes. 

(” A report of every welfare or benefit plan to which subsection (a) applies shall 
be filed with the Secretary within three months after the close of the fiscal year of such 
plan first following the promulgation by the Secretary of the applicable regulations, 

and annually thereafter. Every such report shall be in such form and shall inc lude 
such information or documents relating to the receipts, disbursements, assets, liabili- 
ties, and financial activities of the plan as the Secretary may, by regulations, prescribe, 
in accordance with the provisions of this Act. The truth of the statements and ac- 
curacy of the information contained in every such report shall be sworn to by a person 
responsible for the registration of such plan and the report shall be certified by a cer- 
tified or licensed independent public accountant, based upon a comprehensive audit 
made in accordance with accepted standards of auditing, but nothing herein shall be 
construed to require an audit of the books or records of any bank, insurance company, 
or other institution if such books or records are regularly examined by any agency of 
the Federal Government or the Government of any State. 


GOVERNMENT AGENCY COOPERATION 


Sse: 6 Sec. 105. (a) The Secretary is authorized to request from any depart- 
ment, agency, or independent instrumentality of the Government any information 
he deems necessary to carry out his functions under this Act; and each depart- 
ment, agency, and instrumentality is directed to cooperate with the Secretary 
and, to the extent permitted by law, to furnish such information to the Secretary 
upon his request. 

(b) The Secretary shall consult with the Secretary of the Treasury, and the 
Secretary of Health, Education, and Welfare Welfare, and the Secretary of Com- 
merce regarding the administration of this Act by the Secretary, and the Secretary 
may utilize the facilities of the Hest of the Prensiey attd the 
Heed fod dette: 


of 

; ; and Welfare the respective Departments which they head for such 

research and other purposes as the Secretary may deem appropriate. Any such 

utilization of any such facilities shall be pursuant to proper agreement, and 

payment to cover the cost thereof shall be made either in advance or by way of 
reimbursement as may be provided in such agreement. 


ACCESS TO INFORMATION FILED WITH THE SECRETARY 


Se: 6: Sec. 106. (a) The Secretary ma¥ shall provide that portions of the reports 
of welfare or benefit plans, in such form as the Secretary may prescribe by regula- 
tions, shall be mailed furnished by the person or persons responsible for the regis- 
tration of such — to each benefieiary- beneficiary rerequesting such a copy. 

(b) When, im the pretettetrt of thie eee thee ebieedemiti cof arte berber besarte 
contained in the reperts er other Information contained in the reports or other 
documents filed by welfare or benefit plans pursuant to this Act weuld be im the 
publ interest of in the interest of the beneficiaries: sueh information as the Seere 
tary deems appropriate te diselese may shall be made available to the public under 
such regulations as the Secretary may prescribe. 

+e} Phe Seerctary sey by regulations reqttive the persen or persons responsible 
ter the pesistention ef aH arelfere or bereft plan te fe # espe of tHe FepePt Pe 
qtived by this ret; or any portions thereof with sueh State ageney as the Seere- 
tary 

(c) In order to assist the States to discharge their responsibilities for assuring that 
plans providing for employee welfare and pension benefits are sound and are properly 
managed, the Secretary shall by regulations require the person or persons responsible 
for the registration of any welfare or benefit plan to file a copy of any report required 
by this Act, or any portions thereof, with such State agency as is designated by State 
law or by the Governor of the State upon a request by the Governor of such State that 
such copy be filed with the State agency. 

(d) The Secretary shall by regulations provide for the making available of 
information furnished to him by welfare and benefit plans pursuant to this Act 
to other departments and agencies of the Government to assist in the performance 
of the statutory functions of such departments and azencies. 
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POWERS OF THE SECRETARY 


Se: F7- Sec. 107. (a) The Secretary is authorized to make such rules and regu- 
lations as may be necessary to carry out the provisions of this Act. 

4b} Fhe Seeretarys may by regiletions provide for the exemption from any 
provision of this Act of any class or type of welfare or benefit plans if the Seeretary 
finds that te ¢pperter ef steh provision te steh plans is Het reqtived Ht order 

the purpeses of this -Let- 

fe} (6) T ‘he Secretary is authorized to utilize any information submitted under 
this Act for statistical and research purposes and to compile and publish such 
studies, analyses, reports, and surveys as he may deem appropriate. 

4# (c) The Secretary is authorized to make such expenditures and, subject to 
the civil-service laws and the Classification Act of 1949, as amended, to appoint 
and fix the compensation of such personnel, including attorneys, as may be neces- 
sary to perform the funetions imposed upon the Secretary by this Act. Attorneys 
appointed under this section may appear for and represent the Secretary in any 
litigation, but such litigation shall be subject to the direction and control of the 
Attornev General. 

(d) The Secretary may make such investigations as he deems necessary to determine 
whether any person has violated any provision of this Act or any rule or regulation 
thereunder. 

(e) For the purposes of any investigation provided for in this Act, the provisions 
of sections 9 and 10 (relating to the attendance of witnesses and the production of 
books, papers, and docurnenis) of the Federal Trade Commission Act of September 
16, 1914, as amended (15 U.S. C. 49, 50), are hereby made applicable to the juris- 
diction, powers, and duties of the Secretary of Labor or any officers designated by him. 


REPORTS TO THE CONGRESS 


See: 8 Sec. 108. The Secretary shall submit annually a report to the Congress 
including such information and data, and such recommendations for further legis- 
lation in connection with the matters covered by this Act, as the Secretary may 
find desirable. His second annual report shall include full information with respect 
to the results of studies which he shall make of the operation of the registraiton, re port- 
ing, and disclosure requirements of this Act and a report of his concli.stons and recom- 
mendations based upon such studies. 


ENFORCEMENT 


Se: 9 Sec. 109. (a) Any person who wilfully violates or fails to comply with 
any provision of this Act or the rules and regulations thereunder shall be fined 
not more than $5,000 or imprisoned not more than one year, or both. 

(b) The district courts of the United States, and the United States courts of 
any Territory or other place subject to the jurisdiction of the United States, shall 
have jurisdiction, for cause shown, to restrain violations of, to enforce any duty 
created by, or to compel disclosure of any information required to be submitted 
to the Secretary in accordance with, this Act or the rules and regulations there- 
under. AH actions under this subsection shall be brought on behalf of the 
Secretary. 


EFFECT OF OTHER LAWS 


See- 40: Sec. 110. Neither the provisions of this Act nor any action taken 
thereunder shall be held to exempt or relieve any person from any liability, duty, 
penalty, or punishment provided by any law of the United States or of any State 
or Territory relating to the operation or administration of welfare or benefit plans, 
or in any manner to authorize the operation or administration of such a plan 
contrary to any such law. 


SEPARABILITY OF PROVISIONS 


See. 44. Sec. 111. If any provision of this Act or the application of such pro- 
vision to any person or circumstance is held invalid, the remainder of this Act 
and the application of such provision to other persons or circumstances shall not 
be affected. 


93947—57——-7 
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TITLE II—EMBEZZLEMENT AND FALSE ENTRY 


Sec, 201. Chapter 31 of Title 18, United States Code, is amended by adding a new 
section captioned and reading as follows: 
“§ 664. Embezzlement and False Entry with Respect to Employee Weijfare and 

Benefit Plans 

“‘Whoever, being engaged directly or indirecily in or connected in any capacity 
with the administration, management, or control of any welfare or benefit plan 
required to register and make annual or other reports under the ‘“‘Welfare and 
Benefit Plans Registration Act of 1957’, 

““(a) embezzles, steals, or unlawfully takes or converts to his own use or the use 
of another, any moneys, credits, funds, securities, property, or other assets or 
things of value of any such welfare or benefit plan, or pledged to or otherwise 
made a part thereof, or 

“(b) makes any false entry in any book, record, report, or statement required 
by law or appropriate regulation thereunder to be kept or made for any such wel- 
fare or benefit plan, with intent to injure or defraud such plan or any beneficiary 
thereunder, or to deceive anyone authorized or entitled to examine the affairs of 
such plans, or 

““(e) wilfully destroys any such books, records, reports or statements unless 
authorized by appropriate regulations, 

shali be fined not more than $5,000 or imprisoned nol more than five years, or both.” 


Senator Kennepy. The SEC h.. given a judgment as to how much 
the administration would cost. Do you have any figures on that for 
the Department of Labor? 

Secretary Mrrcenenz. I think in discussing figures, Mr. Chairman, 
one has to be aware first of what the coverage of the bill is. 

Senator Kennepy. I think they did it on the basis of the Douglas 
bill. 

Secretary Mircuetu. On the basis of the Douglas bill, which covers 
how many plans? 

Senator Kennepy. He gave 30,000. 

Senator Purrei.. Thirty thousand. 

Senator Kennepy. If you would like, Mr. Secretary, you can place 
it in the record. If you have it with you, we will be glad to get it 
now. 

Secretary Mircue.u. I would like to answer that now, Mr. Chair- 
man. 

As I understand it, the Douglas bill covers approximately 30,000 
plate. As I said in my prepared statement, no one knows really 
10w many plans there ure. We have all sorts of estimates. The 
subcommittee itself, I think, estimated that there were probably 
a half million plans. 

We have checked with the life insurance associations, with social 
security, our BLS reports, and the Douglas subcommittee itself leads 
us to believe that the number of plans that would be covered if you 
were going to cover them comprehensively would be far in excess 
ot those contemplated in the Douglas bill. 

For example, there are 100,000 group life insurance plans in this 
country. There are 200,000 aoraient and sickness plans. There are 
25,000 pension plans. And there are 100,000 plans covering surgical, 

redical, and so forth. And, of course, many of these overlap. 

But this gives you some idea of the broadness of the problem. 

In our estimates, conservativ ely, if the law is to cover, as we believe 
it should cover, comprehensively, plans which involve the benefits 
of all workers, we estimate that the number of filings, registrations and 
annual reports, will be approximately 250,000. 
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And our estimate as to numbers of people, assuming in the first year 
the annual filing of registrations and the annual report, we figure in 
the beginning to do this job would require 414 people; that is 250,000 
plans. And annually thereafter, it would require some 285 people. 

I make the point that your pr oblem of budget is entirely dependent 
on the extent of your coverage. 

Senator Kennepy. The maximum that would be before us would 
be 414? 

Secretary Mrrcuet.. For the first year. 

Senator Kennepy. Do you have a dollar amount ¢ 

Secretary Mircuetn. That is 414 for the first year. That would 
amount to $1,659,000. 

Annually there: ifter, assuming the Congress continued the coverage 
contemplated by the bill, it would be 285 people, amounting to 
$1,288,000. 

You can see that in the first year you would need many more 
clerical, stenographic people in order to get organized, which you 
could dispense with after that work had been done. 

Senator Kennepy. I gather from your statement you are in favor 
of covering all types of employer funds. 

Secretary Mircurty. Yes, sir. 

Senator Kren N NEDY. Do you feel—I would like to, if it is agreeable 
with you, Mr. Secretary, perhaps get your legal department to make 
some comments on the SEC memorandum on Senator Douglas’ bill. 

Secretary Mircuri.. We will be happy to do that. 

Senator Kennepy. I think it is a good job, and it would be helpful 
to get your reactions to it. 

Secretary MircHety. We will submit such comments. 

(The comments referred to follow :) 


UNITED STATES DEPARTMENT OF LABOR, 
OFFICE OF THE SECRETARY, 
Washington, June 7, 1957. 
The Honorable JoHN F. KENNEDY, 
Chairman, Special Subcommittee on Welfare and Pension Fund Legislation, 
Committee on Labor and Public Welfare, 
United States Senate, Washington 25, D.C. 

Deak SENATOR KENNEDY: In accordance with your request to Secretary 
Mitchell when he appeared before your committee on May 27 to present the 
views of the administration on welfare and pension plan legislation, an analysis 
of the March 8, 1957, memorandum and recommendations of the Securities and 
Exchange Commission on the bill, S. 1122, has been made by the Solicitor’s 
Office of this Department, and comments based on this analysis are submitted 
herewith. As you will note, many of the Commission’s recommendations are 


already covered by the administration proposals presented to the subcommittee: 


on May 27 and embodied in S. 2175, introduced on May 29 by Senator Ives. 
We, therefore, again urge early and favorable consideration of legislation along 
the lines of the latter bill. 
If we can be of any further service do not hesitate to call upon us. 
Sincerely yours, 
JAMES T. O'CONNELL, 
Acting Secretary of Labor. 


COMMENTS ON CHANGES RECOMMENDED BY THE SECURITIES AND EXCHANGE Com- 
MISSION IN THE BILL, S. 1122, RE WELFARE AND PENSION PLANS, Ser Forru 
IN THE COMMISSION'S MEMORANDUM OF MARCH 8, 1957 


The numbering of the following comments is the same as that of the recom- 
mendations in part III of the Commission’s memorandum to which they refer. 
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1. The administration’s present proposals (S. 2175, sec. 103 (f)) define the 
term “person” as the Commission has recommended. 

2. The administration’s proposals also provide (S. 2175, sec. 104 (b)) that 
the time for first registration under the act shall be 90 days after regulations 
are issued by the Secretary rather than 90 days after the effective date of the 
act. This is in line with the first recommendation set forth in the second 
numbered paragraph of the memorandum of the Securities and Exchange 
Commission. 

The Commission further recommends that the bill provide when registration 
of a plan shall become effective and require the management of a plan to keep 
current the information filed on the registration form. However, since the 
obligation is to file, there does not appear to be any real need for an effective 
registration date. 

Keeping the information current can be provided for in the agency’s regula- 
tions and reporting forms and it does not appear necessary to include special 
provisions for this in the bill itself. 

The administration’s proposals (S. 2175, sec. 104 (b)) include a provision 
which would permit the carrying out of the Commission’s further recommenda- 
tion that the information to be called for in the registration form include such 
financial data as prescribed by the form. 

3. It would, of course, be desirable for any bill in this area to be so drafted 
as to avoid problems of constitutionality. It is believed that the administra- 
tion’s proposals have been so drafted. Further, 8. 2175 expressly covers all 
plans and does not place any discretion in the administrative agency with regard 
to either covering or exempting any particular plan. 

4. This point, which appears to have technical merit, is not applicable to 
S. 1145 or 8. 2175. 

5. A requirement that fund managers disclose the amount invested in the 
employer’s own securities is authorized under S. 1145 and S. 2175. The draft 
report forms prepared by the Department of Labor and which have been sub- 
mitted to the subcommittee specifically include such a question. The more 
general reporting requirements of the administrations proposals would there- 
fore appear to give more flexibility in this area. 

6. The Commission’s memorandum states a belief that any fund should 
be required to list the complete portfolio of investments. However, it seems 
very questionable whether such a provision is appropriate for legislation, such 
as that proposed by the administration, which makes it mandatory to disclose 
all information included in a required annual report. The present laws ad- 
ministered by the Securities and Exchange Commission permit that agency some 
discretion in determining when disclosure of particular information is not in 
the public interest. No such discretion is provided in either 8. 1122 or S. 2175. 

7. The mandatory requirement for disclosure to the public provided by the 
administration’s proposals as embodied in 8. 2175 applies to information con- 
tained in registration forms as well as in annual reports, and is thus in accord 
with this recommendation of the Commission. 

8. The Commission’s memorandum discusses the provisions for an Advisory 
Council in S. 1122 and states that from an administrative point of view the 
basic theory of the administration’s bill which eliminates the Advisory Council 
and does not limit the bill to a 3-year term as does 8. 1122 is more compatible 
with effective administration. The Commission’s comment, that provisions 
for any such Advisory Council should make clear that the Council’s functions 
are advisory only seems sound. 

9. The Commission recommends that the legislation require the keeping of 
books and records and include authorization to the administrative agency to 
make inspection of such books and records. The administration’s proposals 
contain a criminal provision prohibiting false entry in any books or records 
required to be kept by any welfare or pension plan covered by the bill. Regu- 
lations issued by the Department of Labor under this proposed legislation could 
specify necessary recordkeeping requirements. The administering agency would 
also have the power to inspect any such books or records under its power to 
make investigations. 

10. Since this paragraph deals with certain studies which the Securities and 
Exchange Commission is making concerning uniform enforcement procedures, 
it is not believed to be necessary to comment on it. 

11. The Commission’s suggestion that the legislation might expressly provide 
for prosecution of kickbacks for commissions or premiums would involve an 
amendment in the nature of a regulatory provision on an additional subject. The 
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administration has recommended that any Federal legislation in this area deal 

rily with reporting and disclosure rather than with regulation of the 
practices of those concerned with the plan’s operation. Senator Douglas in 
his testimony of May 27 on §. 1122 made a similar recommendation. 

12. The Commission’s memorandum questions the advisability of limiting 
the duration of the law to a period of 3 years as does 8. 1122. It suggests that 
any such provision raises budgetary and staffing problems and does not give 
the agency sufficient time in which to make proper studies of the vast number 
of plans which would be filed with the agency. The legislation proposed by 
the administration does not contain any such time limitation. In addition, 
it requires annual reports to the Congress, the second year’s report to include 
recommendations based on studies which it directs the administering agency 
to make. Further studies could be made in subsequent years. 

13. Two final recommendations are made by the Commission’s memorandum, 
for inclusion in the law of additional provisions which would be regulatory in 
nature. Such provisions would, as indicated in the comment on paragraph 11, 
depart from the approach to Federal legislation which has been adopted in 
the administration’s proposals and in S. 1122. 

Senator Kennepy. Senator Murray? 

Senator Murray. No questions. 

Senator Krennepy. Senator Ives? 

Senator Ives. I would like to ask one question of the Secretary. 
I think his presentation was very enlightening. I am glad he has 
offered amendments to the bill Senator Allott and I have. 

I think it is a vastly improved bill. I take it you took some of 
you ideas from Senator Voges bill. 

Secretary Mrrcenexy. I did, sir. 

Senator Ives. I thought so. : 

You seem to be bringing us together by degrees on this matter. 

I am very much interested in your feeling that everybody should 
be covered. That is one of the questions I asked Senator Douglas, 
and one of the questions we discussed in the subcommittee. It never 
seemed to me quite right there should be any exception in a matter of 
this kind. 

I take it that is your own feeling. 

Secretary Mircoue.ti. My feeling is that since the area to be covered 
here, as shown by some of the evidence before your subcommittee of 
this committee, the area is not known, the number of plans is not 
known, that there should be complete coverage of all plans; and then, 
based upon what that discloses, then Congress might want to take 
a look at it in the second year, based on reports, to decide what exemp- 
tions, if any, should be made. ; , ; 

Certainly it seems to me that if you direct your thoughts in this 
matter to the welfare of the working men and women of this country, 
then you have to cover all the plans that affect them as beneficiaries, 
whether the plan has 24 people under it or whether it has 24,000. 

Certainly the person who is under a pie embracing 24 people has 
as much at stake, so far as he personally is concerned, as the fellow 
who is under the plan with 24,000. 

Senator Ives. I would like to get your observations, if you do not 
mind, Mr, Secretary, as to the SEC as an administrative agency. You 
very carefully avoided that in your statement, I noticed. 

Secretary Mircue.u. I think the SEC does a very good job in the 
field in which it has experience and competence, which is in the field 
of investments. But this problem is one that the working people of 
this country have a stake in, and it would seem to me that placing 
the responsibility for the registration, filing, and public disclosure of 
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plans in an agency which has directed its activities in a field com- 
pletely different, that the working people of this country might not 
think, although I am sure they would be, that their interests would 
be fully protected. 

Senator Ives. The SEC was never created for any such function as 
this, was it? 

Secretary Mrrcnex.. I do not believe so. 

Senator Ives. It is not my understanding of it. 

I will give the others a chance to ask questions. 

Senator Kennepy. Mr. Purtell? 

Senator Purreit.. I want to compliment you, not only on your testi- 
mony, but your revisions, which I think are very important. 

Actually, we are talking now about where this provision should be 
administered. Is it not a fact that these pension and welfare funds 
are really a condition of employment, they are what attract, in many 
cases, people to employment? While section 7 (d) of the Fair Labor 
Standards Act excludes them from consideration as regular rates of 
pay, they are, in fact, a part or a condition of employment, are they 
not? 

Secretary Mrrcneiu. They are a part of employment; yes. 

Senator Purretn. They are a fringe benefit. And in many in- 
stances, because of their attractiveness, they are one of the reasons for 
people seeking empioyment in certain places. I would think—well, I 
am not going to express a final opinion, but it would seem to me that 
they certainly are very much tied up with that which you administer 
in the Labor Department. 

I have no other questions. 

Senator Kennepy. Senator Allott? 

Senator Atnorr. I have a few questions. 

Mr. Secretary, first of all, I want to congratulate you upon what I 
think is a fine statement, and I believe the suggestions you have made 
with respect to S. 1145 greatly improve it. 

But I want to go back of this to a few of the underlying principles 
which govern the legislation that we have proposed. 

To begin with, I know that you have studied the report number 1734 
of the subcommittee headed by Senator Douglas, and I do not suppose 
you have that in front of you, but I think if you will refer just briefly 
to the table of contents appearing on the first page of that, you will find 
that there was a survey of the steel industry, the automobile industry, 
the coal-mining industry, the clothing industry, the ladies’ garment 
industry, the men’s clothing industry, the electrical industry, the 
trucking industry; and then there is a distinct study of three large 
plans, the General Motors plan, the United States Steel plan, and the 
UMW welfare and retirement, as well as a number of specific inves- 
tigations. 

I realize that it would be impossible for you personally to attend 
these hearings, although I want to state for the record—and Senator 
Douglas is still in the room—that I did appear at each and every 
one of these sessions, and I see him nodding his head “yes.” 

So my observations on this matter will be applied to what was 
discussed at these hearings. 

First of all, let us get at one thing, that is, that employer-adminis- 
trated plans were not eliminated from the hearings. The hearings 
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show, do they not, that a great deal of information and testimony was 
taken on employer-administered plans? Is that not true? 

Secretary Mircneiy. Yes. 

Senator Attorr. And from a study of these matters and the inde- 
pendent studies which I know you have made, and caused your staff to 
make, have you found any substantial or any abuses in the employer- 
administered field ? 

Secretary Mrrcnett. Well, I believe—I do not think they are sub- 
stantial. I believe your own subcommittee found cases where employ- 
ers had failed to make contributions to an employer-administered 
plan; am I not correct / . 

Senator Auxorr. I think the Secretary is incorrect in that. That is 
the reason I am getting at this, because there is not in the entire record, 
as far as I am aware—and I will be happy to be corrected on this— 
any testimony in a single instance where an employer-administered 
fund had or contained abuses. So I am very anxious that we do not 
proceed with legislation on false assumptions. 

Secretary Mrrcnett. I think, Senator, that it can be said that cer- 
tainly the vast majority of all plans are honestly administered, and 
it can be said also that of the abuse fund by the various committees 
that investigated this matter, abuse in employer-administered plans, 
probably is difficult to find, if it exists. 

However, I do not agree that this would be a reason for excluding 
employer-administered and employer-financed plans from the provi- 
sions of this act. One basic reason is that if you direct your attention 
to what I consider to be the fundamental objective of the act, which is 
the protection of the equity of the beneficiary in the plan, then you 
must necessarily include all plans. 

The second reason is, by the very nature of the testimony and the 
very breadth of the plans and the number of people involved, and the 
number of plans there are, we are working here in a field about which 
relatively little is known. 

It seems to me in order to get the kind of a picture that is needed, all 
plans should be required to register and to report annually—the first 
year, at least—so that the Congress would have a perspective of what 
this whole thing is about. 

And then, if there are exemptions to be made—and I do not know 
whether there should be—the Congress then can decide on the basis 
of factual information it has before it, and not on the basis of con- 
jecture. 

Senator Atxorr. It has been said that one of the best examples of 
freedom is the right of individuals to contract between themselves. 
If two individuals contract that one of them shall be responsible for 
the operation of a plan, and they operate upon a level of benefits, do 
you think that justifies the Federal Government in going in and 
upsetting that contract ? 

Secretary Mrrcnetx. Well, you might say on the same basis—I am 
out of my field in arguing with a distinguished lawyer—you might 
say that you have contractual relations in the same area between 
unions and management, and the Government proposes to inject itself 
into those contractual relations by requiring disclosure. There seems 
to be no argument about that one. 
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Senator Axuorr. First of all, let us get three terms defined so we 
understand what we are talking about. Let us get three terms defined 
and distinct, and this is an arbitrary distinction that the investigating 
subcommittee found itself bound to observe after talking around the 
bushes a great deal. 

First of all, I think it would help, because the previous committee 
agreed that these words applied to this area: 

That the word “registration” would apply only to that, to registra- 
tion of a fund, with the agency, providing that agency with certain 
general information about that fund, and I think those general things 
are set up in S. 1122. 

The word “reporting” as used—and here is where the confusion 
arises in the difference between the words “reporting” and “disclosure.” 
The word “reporting” refers only to the words or the acts required of 
those responsible for the fund in filing information with the agency. 

The word “disclosure” as distinguished from “reporting” or “regis- 
tration” refers to that information which is required to be distributed 
or given to the beneficiaries of the fund, and not necessarily to the 
agency. 

In other words, “disclosure” is the information that the fund makes 
available to these people who are involved in it, and I think this is a 
distinction which the subcommittee arrived at after a great many 
discussions. 

Referring specifically to the bill which I offered, which is S. 2137, 
if those funds which are bargained upon a level-of-benefits basis were 
exempted from the provisions of this act, is it not a fact that you would 
leave the persons who contracted with those funds and in those funds, 
in a position to bargain without having to deal with the Federal 
Government ? 

Secretary Mircnetu. If they were exempted—— 

Senator Atxorr. Yes. 

Secretary Mircnety. I suppose you would. 

Senator Arxorr. And it is a fact that if the theory of your bill and 
the Douglas bill were adopted, that it would be impossible for any 
employer thereafter to establish any kind of a plan or any kind of a 
benefit for his employee or employees without thereafter being required 
to register, report, to the agency and disclose to his employees, the 
exact cost and basis of that benefit ? 

Secretary Mrrcnet.. Well, the purpose of S. 1145, with the amend- 
ments, is just that, that the employer should so disclose. 

Senator Auuorr. That is also the purpose of the Douglas bill, with 
the exception of the numerical exemptions. 

Secretary Mrrcweiu. Yes. 

Senator Axxorr. So if this bill were adopted, it would be impossible 
for an employer at any time in the future to establish any fund or bene- 
fit for his employees without becoming liable to the Federal Govern- 
ment for a reporting of it, for a registration of it, and further, for a 
disclosure to the employee of the exact costs of administration, costs 
of benefits, the expenses, and everything else in connection with that 
fund; is that not true ? 

Secretary Mircne it. Thatisright. Of course, he does that now. 

Senator Atxorr. I do not think he does. 

Secretary Mrrenexs. Not in terms of disclosure, but for tax-exemp- 
tion purposes he does. 
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Senator ALLorr. He does that to the Department of Internal Reve- 
nue. And at least it has been my theory that the reports. made to the 
Department of Internal Revenue were confidential. 

Secretary Mircuevt. That is right, 

Senator Autorr. Therefore, if you have deprived a man of this 
opportunity to establish a fund or benefit for his employees, without 
reporting and registering and disclosing as you have defined in your 
bill and the Douglas bill defines, then you have deprived a man of 
one of his most essential rights, which is the right to contract. 

You have also deprived him of any right to do anything completely 
unilateral on his own without becoming completely liable to the Fed- 
eral Government for a disclosure and for reporting and for regis- 
tration. 

Secretary Mircuenn. Of course, [ must point out, Senator, that by 
the very initiation of this plan, he makes himself liable to the workers 
that are covered by it. 

Senator Atvorr. That is a great jump in legal——— 

Secretary Mircnetn. 1 know. I am not a lawyer. I am concerned 
with the working people. 

Senator Atvorr. That is a great jump in legal thinking, I would 
say, Mr. Secretary, because actually he does not, and there is no legal 
reason why he should, and that is the reason I have offered S. 2137, 
because I do not believe that this Congress has the power to take 
away from a man, an employer, the right to establish a fund uni- 
laterally on his own, or to establish any other sort of benefit, even 
if it is just a cabin or a place in the mountains. 

Senator Ives. May Lask the Senator to yield ? 

Senator Attorr. Waita minute. Let me finish my statement. 

a I do not believe the Federal Government has a right to go into that 
eld. 

Now you can go ahead. 

Senator Ives. I want to raise this question. Is this not a matter of 
collective bargaining, most of it? 

Senator AtLorr. Not necessarily. 

Senator Ives. You will find most of these pension funds nowadays 
are. The ones that are certainly ought to be a subject of regulation by 
the Federal Government to the extent that we are proposing here. 

If you want to make those that are not, outside that area, fine. But 
you will drive everybody into collective bargaining if you do that. 
That is excellent for organized labor. 

Senator Atxorr. The point of it is that everybody should be left, 
Senator, with the freedom of choice—— 

Senator Ives. They should be. 

Senator Attorr. Of deciding whether or not they want to bar- 
gain these things; and if they decide they want to bargain in that 
area, then they should be permitted to do so. And if they want to 
be left with their own choice, they should be left with that. 

Secretary Mrrcnexy. If I understood you correctly, Senator Al- 
lott, I do not understand the provisions of either the Douglas bill 
or the administration bill to prevent or prohibit an employer from 
entering into or making a unilateral plan, financing it entirely him- 
self, for the benefit of his employees. Certainly S. 1145 does not 
prevent or prohibit that. All it requires is that he furnish a report 
on the operations of that plan. 
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Senator Auxorr. That is right. Even if it is noncontributory, he 
then becomes liable to the Federal Government for registration and 
reporting, and to the beneficiary for disclosure. 

Secretary Mrrcnert., That is correct. 

Senator Arxorr. Under your bill. 

Secretary Mircnexx. That is correct. 

Senator Atxtorr. That is the one point I want to make clear. 

Have you ever given any consideration—and I am inclined to 
agree with the nonexemption part, because a person, a fund with 
less than 25 employees might easily need supervision more than a 
larger fund which was able to employ more skilled administrators— 
have you ever given any consideration, in lessening the burden of 
this, to establishing a provision for a system of alternate-year re- 
porting? 

Secretary Mrrcnetyt. We have not. 

Senator Atxiorr. Would you care to comment on that? 

Secretary Mrrcnetx. I would like to study it first. I will be very 
happy to give the committee a written comment on it, Senator. 
(The comment referred to follows:) 


DEPARTMENT OF LABOR, 
OFFICE OF THE SECRETARY, 
Washington, D. C., June 7, 1957. 
Hon. JoHn F. KENNEpY, 
Chairman of the Special Subcommittee on 
Welfare and Pension Fund Legislation, 
Senate Committee on Labor and Public Welfare, 
United States Senate, Washington, D.C. 

Dear SENATOR KENNEDY: This is in response to a request by Senator Gordon 
Allott made of the Secretary of Labor in the course of his testimony before the 
Special Subcommittee on Welfare and Pension Fund Legislation of the Senate 
Committee on Labor and Public Welfare on May 27, 1957. 

The Department has given consideration to establishing a system of alternate- 
year reporting. It is our belief that a system of alternate-year reporting might 
be one of the recommendations Congress would consider after the agency admin- 
istering the disclosure legislation has had some operating experience. In this way 
Congress may determine on the basis of facts whether it is essential for all plans 
to file reports annually or whether certain classes of plans could file biennially. 
Until all plans subject to the legislation have filed reports, it would seem to us to 
be inadvisable to write such a provision into the law. 

Sincerely yours, 
JAMES T. O'CONNELL, 
Acting Secretary of Labor. 

Senator Murray (presiding). Are there any other comments? 

Senator Auxorr. I think that is all, for the time being, Mr. Chair- 
man. 

Senator Murray. Thank you, Mr. Secretary, for your very able 
statement. 

That concludes the testimony today. The subcommittee will stand 
in adjournment until next Wednesday at 10 a. m. 

Secretary Mircuer.. Thank you Peng such, gentlemen. 

(Whereupon, at 12:45 p. m., the subcommittee adjourned, to re- 
convene at 10 a.m., Wednesday, May 29, 1957.) 
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WEDNESDAY, MAY 29, 1957 


Unirep States SENATE, 
SUBCOMMITTEE ON WELFARE AND PENSION 
PiaANs LrGisLation OF THE COMMITTEE ON 
Lazor AND Pouriic WELFARE, 
Washington, D.C. 

The subcommittee met, pursuant to recess, at 10:05 a. m., in room 
P-63, the Capitol, Senator John F. Kennedy, chairman of the sub- 
committee, presiding. 

Present: Senators Kennedy (presiding), Ives, Purtell, and Allott. 

Committee staff members present: Stewart E. McClure, chief clerk ; 
Roy E. James, assistant chief clerk; John S. Forsythe, general coun- 
sel; Michael J. Bernstein, professional staff member; Paul J. Cotter, 
special counsel to Subcommittee on Welfare and Pension Plans Leg- 
islation. 

Senator Kennepy. The subcommittee will come to order. 

We are going to hear first this morning from the members and staff 
of the Securities and Exchange Commission. 


STATEMENT OF ANDREW D. ORRICK, ACTING CHAIRMAN, SECURI- 
TIES AND EXCHANGE COMMISSION; ACCOMPANIED BY HAROLD 
C. PATTERSON, COMMISSIONER; EARL F. HASTINGS, COMMIS- 
SIONER; JAMES C. SERGEANT, COMMISSIONER; BYRON D. WOOD- 
SIDE, DIRECTOR, DIVISION OF CORPORATION FINANCE; THOMAS 
G. MEEKER, GENERAL COUNSEL; DANIEL J. McCAULEY, JR., 
ASSOCIATE GENERAL COUNSEL; GEORGE BLACKSTONE, ASSO- 
CIATE DIRECTOR, DIVISION OF CORPORATION FINANCE; AND 
ALBERT K. SCHEIDENHELM, DIRECTOR, DIVISION OF ADMINIS- 
TRATIVE MANAGEMENT 


Senator Kennepy. We are most appreciative of your coming up. 

Would you like to identify the people with you? 

Mr. Orrick. It is a pleasure, Senator Kennedy, and Senator Ives, 
for the Securities and Exchange Commission to appear before your 
subcommittee this morning to testify on the important area of welfare 
and pension legislation. 

Iam Andrew D. Orrick, of California, the Acting Chairman of the 
Commission. 

I am accompanied by Commissioner Harold C. Patterson, of Vir- 
ginia; Earl F. Hastings, also a Commissioner, from Arizona; Com- 
missioner James C. Sergeant, of New York; Albert K. Scheidenhelm, 
the Executive Director. 
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On my right is Thomas G. Meeker, the General Counsel; Daniel 
J. McCauley, Jr., the Associate General Counsel; and on my left, 
Byron D. Woodside, Director of the Corporation Finance Division; 
and George Blackstone, the Associate Director of the same Division. 

On March 8, 1957, prior to the introduction of S. 1813, introduced 
by Senator Goldwater, and S. 2137, introduced by Senator Allott, the 
Securities and Exchange Commission delivered to the committee its 
study of proposed welfare and pension plan legislation. 

The study pointed out the main points of comparison between §, 
1122, introduced by Senator Douglas, and S. 1145, introduced by 
Senator Ives. At the opening hearing of the special subcommittee 
on May 27, 1957, the March 8 study was incorporated into this record. 
Consequently, it would not appear necessary to detail the specific com- 
ments made in that study. (See p. 62.) 

However, that study did not discuss the Ives bill in detail because 
the Commission felt that it would be inappropriate for it to comment 
upon a bill not to be administered by rt. The study does contain 
comments on the Douglas bill, and several specific recommendations 
are set forth therein for the consideration of this special subcommittee. 

Senator Ives. May I interrupt, Mr. Chairman. 

I would like to point out that we didn’t have a copy of that study at 
our previous hearing, none was sent to us, nor to the individual 
members. 

Mr. Orrick. I am informed, Senator Ives, that it was delivered to 
the committee a couple of months ago. 

Senator Ives. It came out March 8, but none was sent to the indi- 
vidual members of the Committee on Labor and Public Welfare. 

Senator Kennepy. From what I understand from the staff, a copy 
was sent to the chairman of the full committee, but evidently only one 
copy. This subcommittee was just set up as a special subcommittee, 
and it only became available to us Monday. 

Mr. Orrick. We would be very pleased to supply you with suffi- 
cient copies even at this late date, sir. I am sorry that that happened. 

For the previously mentioned reason, the Commission limits its 
comments to the three bills which designate it as the administering 
agency. Since S. 1122 and S. 2137 are very similar and can be dis- 
cussed together, I shall discuss them first and take up S. 1815 later. 

Both the Douglas (S. 1122, sec. 12) and Allott (S. 2137, sec. 21) bills 
contain a 3-year term for the legislation. The Commission believes 
that this limitation will tend to make it extremely difficult to put to- 
gether the staff necessary to administer the legislation. 

Alhough experienced supervisory personnel could be shifted from 
the Commission’s present staff, extensive recruitment, both within 
and from without Government, would be necessary to complete the 
staff. Competent professionals within and without the Commission 
might be difficult to recruit if there is only a 3-year job. Also, it is 
questionable that full and adequate study can be accorded to this con- 
tinuously growing area of social and economic concern within that 
limited period. If a limitation is inevitable the term we believe 
should be at least 5 years. However, the desirability of any limiting 
term is debatable. Neither S. 1145 nor S. 1813 contain periods of 
limitation on the effectiveness of the proposed legislation. 

We wish to reemphasize the Commission’s comments with respect 
to administrative difficulties that the agency might face arising from 








i, ll 


WELFARE AND PENSION PLANS LEGISLATION 101 


the establishment of the advisory council, which is provided for in S. 
1122 (sec. 8) and S. 2137 (sec. 17), and which would have power of 
review and would interpose another layer of administration between 
this agency and the Congress to whom it reports. The comments ap- 

rm the study of March 8, 1957. They are applicable to both of 
these bills. (See p. 65.) 

The Goldwater bill (S. 1813), which we shall discuss later, among 
other things, in section 302 (d), prohibits kickbacks. The Commis- 
sion believes that this and the other prohibitions relating to the 
trustees’ fiduciary relationship, stated in section 302 (d) of the Gold- 
water bill, which are not included in the Douglas or Allott bills, more 
closely approximate the views of the Commission, stated in its study 
dated March 8, 1957, that such legislation should include provisions 
embodying prohibitions against dealing by insiders. (See p. 66.) 

Practically all of the other comments made in the study of March 8 
as to the Douglas bill are applicable to the Allott bill. However, 
there are some differences between the two bills which merit com- 
ment now. 

The Commission in its report of March 8 expressed its concern about 
the constitutionality of section 6 (b) of the Douglas bill (S. 1122) 
which authorizes the agency, apparently without a hearing, to require 
an annual report of any plan covering between 25 and 100 employees, 
but without any agency action any such plan would be exempt. 

The Allott bill (S. 2137) on the other hand, requires all plans to 
report annually; but in section 15 (b) the agency is authorized to re- 
lieve any plan covering less than 100 employees from annual report- 
ing and to permit a report every third year if such triennial reporting 
in the agency’s opinion will not injury the fund or beneficiaries. Here 
there would seem to be no constitutional problem in the agency pro- 
ceeding without a hearing since it would fe conferring a benefit on a 
fund rather than subjecting an otherwise exempt plan to a reporting 
requirement. 

Incidentally, the triennial reporting provision in section 15 (b) of 
the Allott bill 1s not compatible with the 3-year term of the bill stated 
in section 21 of the same bill. 

Section 7 of the Allott bill does not contain a specific exemption for 
lans covering less than 25 employees. However, when read in the 
ight of the above-mentioned section 15 (b), which was mentioned 

previously, exemption from annual reporting would probably result 
in most cases of funds under 25. 

Section 7 (a) and (d) of the Allott bill exempt “level-of-benefit” 
plans, as defined in section 7 (d) of the bill. According to the sub- 
committee report No. 1734, 84th Congress, 2d session, at page 19, over 
90 percent of all employees in health and welfare programs are 
covered by this type of plan. This exemption would substantially 
modify the cost of administering the statute. 

This concludes our comments on the Douglas and Allott bills. We 
shall now discuss S. 1813—the Goldwater bill. 

This bill is a proposal to amend section 302 of title III of the Labor- 
Management Relations Act of 1957, to provide for trustees for welfare 
funds. The Commission’s comments will be limited to that part of 
section 302 (c) which imposes obligations upon the Commission, sec- 
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tion 302 (d) which prohibits certain activities on the part of employers 
and representatives of employees, and section 302 (g). 

The reporting requirements of the Goldwater bill (302 (c) (5) (E)) 
are very much less detailed than the reporting requirements of section 
6 (c) of the Douglas bill. Without discussing the differences, the 
Commission believes that the greater detail required by the Douglas 
bill would permit a more full report annually to the Congress which, 
in turn, would be available to the public for information, study and 
use by anyone concerned. 

The Goldwater bill requires a schedule showing the investments of 
the fund. This is consistent with the Commission’s recommendation 
as to section 6 (f) (1) (D) of the Douglas bill that a fund be required 
to list its complete investment portfolio. The Commission believes 
that the broader requirement of the Goldwater bill is preferable in 
the public interest. 

The bill provides at page 5 for an annual audit by a certified public 
accountant. It is suggested that the bill be revised to require cer- 
tification by an independent public or certified accountant. 

Subsection (G) of section 302 (6) (f) hereof, authorizes the Commis- 
sion to make investigations and incorporates by reference section 21 
of the Securities Exchange Act of 1934. It is believed that a full 
statement of investigation and enforcement powers is preferable to 
incorporation of a section by reference. The latter procedure might 
lead to unnecessary legal problems involving statutory construction. 

In stating prohibited activities, section 302 (d) goes beyond and 
is believed to be an improvement upon comparable provisions in §. 
1122. This was mentioned before. However, the Goldwater bill does 
not make separate criminal offenses of embezzlement, stealing, and 
unlawful and willful conversion as does S. 1122. It is believed that 
both this proposal and S. 1122 would be improved by merging their 
prohibitions in the bill that might ultimately be reported by this sub- 
committee. If such a merger of offenses were to be incorporated in the 
bill ultimately reported, adjustment would have to be made in the 
criminal penalties. 

Section 302 (g), which reaffirms the validity of existing arrange- 
ments and applies the section to new agreements, is an appropriate 
clause and tends to avoid any legal question as to preexisting agree- 
ments. However, it appears that the word “unlawful” on page 8, 
line 12, should be “lawful.” This completes our discussion of the 
substantive provisions of the Goldwater bill. 

We shall now discuss briefly the estimated cost of administration 
if this Commission is designated as the agency to administer the 
legislation. 

In the study of March 8 the Commission has set forth a statement 
of division of functions necessary in administering the Douglas bill. 
(See p. 67.) 

The Commission estimates a total of 245 employees would be neces- 
sary the first year and that an appropriation of $1,325,000 would be 
necessary. A complete breakdown of this sum, including an esti- 
mated 20 percent savings on lapse, and a table of organization is 
attached to the March 8 study. (See p. 70.) This estimate is based 
upon an assumption that the agency’s analysis of reports will be on a 
selective, sampling basis, rather than on a critical analysis of each 
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filing. If the Congress were to desire that each filing be critically 
analyzed this section—and I refer to our March 8 study—would have 
to be expanded at least 300 percent, with a corresponding cost increase. 

Both the Goldwater and Allott bills could probably be administered 
with less personnel and at less cost than the Douglas bill. The reasons 
are that the Goldwater bill does not require registration, as distin- 
guished from reporting; the Allott bill exempts level-of-benefit 
plans. 

In closing, we call your attention to the Commission’s study entitled 
“Survey of Corporate Pension Funds, 1951-54.” The study was 
brought up to date and the result published by the Commission in 
Statistical Series Release No. 1426, titled “Corporate Pension Funds, 
1955.” 

Copies of this release have been delivered to the subcommittee this 
morning. And maybe this would be an appropriate time to introduce 
it in the record. 

Senator Kennepy. It will be made an exhibit for the record. 

(The release referred to will be found in the files of the committee.) 

Mr. Orrick. The Commission is in the process of completing its 
study for the year 1956 and it is anticipated that the study will be 
released about June 30, 1957. As soon as the study has been completed 
copies will be delivered to the subcommittee for the information of 
the members. 

That completes our statement. 

Senator Kennepy. I want tothank you. I thought your statement 
of this morning was very helpful. Your statement of March 8 was a 
very good one also. 

Mr. Orrick. Thank you, sir. 

Senator Kennepy. I just have a couple of questions. 

Do you have your statement of March 8 ¢ 

Mr. Orrick. Yes, sir. 

Senator Kennepy. It refers to the desirability of strengthening 
the bill by providing for something more than a prohibition against 
embezzlement, theft, and conversion; and that the bill subjects to the 
scrutiny and control of the agency or the Administrator all trans- 
actions involving inside dealings in trust assets. And you mentioned 
the Investment Act of 1940. 

I am wondering if some of the language in the Investment Act, or 
some of the ideas, should not be applicable to this legislation. Should 
we not go into more detail in the legislation as far as prohibition 
is concerned, in view of the revelations in the Beck hearing, and limit 
the power of the officers of the union, or trustees, to carry on certain 
transactions, which have not been specifically prohibited in the Doug- 
las, or even the Goldwater bill ? 

I think you made a reference to section 17 (a). You suggested 
that the preventative statutory provision in section 17 (a) would go 
far toward protecting the interests of the beneficiaries of the plans. 

Mr. Orrick. I think the idea we are trying to get across, Senator, 
is that the types of inside dealing, the types of self-dealing between 
affiliates, was a serious matter, and one that is susceptible to abuse i.1 an 
area such as this. The terms of such dealing should be specified with 
more particularity. 

The provisions of section 17 (a) of the Investment Company Act of 
1940, a specify with some detail the types of transactions which 
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are subject to prior Commission approval. And it is effective regula- 
tory legislation. I would be pleased, Senator, if you would care to 
read the provisions of section 17 (a) of the Investment Company Act 
into the record, or to have it inserted into the record at this time. 

Senator Kennepy. We will have it inserted into the record at this 
time. 

(The portion of sec. 17 (a) of the Investment Company Act referred 
to follows:) 


SecTioN 17 (a) OF THE INVESTMENT COMPANY Act OF 1940 


Sec. 17. (a) It shall be unlawful for any affiliated person or promoter of or 
principal underwriter for a registered investment company (other than a com- 
pany of the character described in section 12 (d) (3) (A) and (B)), or any 
affiliated person of such a person, promoter, or principal underwriter, acting 
as principal— 

(1) knowingly to sell any security or other property to such registered 
company or to any company controlled by such registered company, unless 
such sale involves solely (A) securities of which the buyer is the issuer, 
(B) securities of which the seller is the issuer and which are part of a 
general offering to the holders of a class of its securities, or (C) securities 
deposited with the trustee of a unit investment trust or periodic payment 
plan by the depositor thereof ; 


(2) knowingly to purchase from such registered company, or from any 
company controlled by such registered company, any security or other 
property (except securities of which the seller is the issuer) ; or 

(3) to borrow money or other property from such registered company or 
from any company controlled by such registered company (unless the bor- 
rower is controlled by the lender) except as permitted in section 21 (b). 

Senator Kennepy. How long is it? 

Mr. Orrick. It must be a page long. 

Senator Kennepy. Can you just go down briefly and relate the pro- 
hibitions which you feel—you may want to prepare a memorandum 
on this—but would you be able to tell me what you think might be 
desirable to write into this law ? 

Mr. Orrick. Yes. May I suggest that we prepare a memorandum 
covering the applicable points? (See p. 122.) 

Senator Kennepy. All right. Do you think it might be desirable— 
you may want to discuss this in the memorandum—to make it un- 
lawful for any person charged with and having responsibility for the 
overall management of any employee welfare or pension benefit plan, or 
any officer or employee of any such plan, or any employer any of whose 
employees are covered by such plan, or any employee organization any 
members of which are covered os such plan, or any officer, employee or 
member of any employee organization any members of which are 
covered by such plan, either for himself or as agent for another— 

(A) to receive or agree to receive, any commissions, gift, or thing of 
value from any person for procuring or attempting to procure, or in- 
fluencing or attempting to influence the procuring of any contract 
for the performance of services for or in connection with such plan; 

(B) to borrow any money or other property from such plan or from 
any fund connected therewith; 

(C) to sell to such plan or any fund connected therewith any secur- 
ities or other property ; : 

(D) to buy from such plan or any fund connected therewith any 
securities or other property ; 

(E) to lease any property to or from such plan or from any fund 
connected therewith ; ; 
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(F) to enter into any business transaction with such plan or any 
fund connected therewith, or with any person acting on behalf of such 
lan or fund, in contravention of such rules and regulations as may 
be precribed by the agency for the purpose of limiting or preventing 
participation by such persons on a basis different or more favorable 
than others. 

(2) It shall be unlawful for any person to pay, or agree or attempt 
to pay, any fee or commission or to make any attempt to transfer 
anything of value the receipt of which is prohibited. 

In other words, to write very stringent limitations on the trustee, 
which I think is comparable to what is in the Investment Act of 1940. 

Mr. Orrick. Those are the types of self-dealing transactions that 
are susceptible to abuse, and perhaps should be specified. Maybe 
we can take that up in our memorandum. 

Senator Kennepy. In the case of Mr. Beck, when he invested his 
funds in the welfare and pension plan in Montgomery Ward, and | 
think another company, do you think there should be limitations on 
the areas which would be subject to investment? What would be the 
comparable function inthe SEC? Don’t you place limitations on the 
investment possibilities of some of your administration funds? 

Mr. Orrick. Under the comparable sections of the Investment Com- 

any Act, the transactions by and between affiliates which are defined 
in the act—and it is a rather lengthy definition that might involve 
the dealings between a company one of the members of whose board 
of directors is a member of the board of directors of another com- 
pany—that would be an example of a transaction between an affiliate 
which would be subject to prior Commission approval to make sure 
that the transaction is fair and was entered into at arm’s length 
bargaining. There are many other transactions between affiilates un- 
der the Investment Company Act which are so subject to regulation. 
The example of Mr. Beck, that you suggested a moment ago, falls 
into the general pattern of a transaction between an affiliate. 

Senator Kennepy. I wouldn’t think it an affiliate unless you con- 
sider the fact that the fact that there were teamsters of that organiza- 
tion in Freuhauf and Montgomery Ward which made them an affiliate. 
And that would be placing rather stringent investment possibilities 
on them if they could not invest in any company in which their union 
had members, I am not sure that we could consider that an affiliate. 
I am not so sure that Senator Douglas’ suggestion was not right that 
we should not place any limitations on the areas in which these funds 
should be invested. 

Senator Goldwater in his bill says something about prohibiting 
the borrowing from any trust fund by any union members or partici- 
pation by them in the livin and operation of any agency. 

And then Senator Douglas went on to make the point that if you are 
going to do that, they must: be more carefully formulated to cover 
any other situation of a comparable character. 

For instance, if borrowing is prohibited, why are investments in 
the employees’ stock or in the union building fund permitted, or why 
is participation in insurance commissions prohibited but claims agents 
fees permitted ? 
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The question is, if we are going to get into so many problems—I 
would hke to get your opinion on whether we should just rely on dis- 
closure or attempt to put in really definite prohibitions. 

Mr. Orrick. I feel, Senator, that the expertise of the Securities and 
Exchange Commission doesn’t lie particularly or at all in the labor 
field. And the Commission has not discussed the matter or reached 
any conclusions as to whether the bill should be a disclosure, or any 
possible bill in this area that may be reported out by the subcommittee 
should be simply a disclosure bill or a regulatory bill. 

Senator Kennepy. You mentioned the fact that section 17 (a) of 
the Investment Company Act—that prohibiting transactions between 
registered investment companies—you suggested that there was per- 
haps a comparable situation between this prohibition in 17 (a) of the 
Investment Company Act and a transaction of directors, and others, 
with their affiliate companies, so that you are suggesting here some 
prohibition in that regard. I am wondering whether that should not 
be carried through in some of the other areas which I have been dis- 
cussing. I know you have had a lot of experience in this question, 
and I am wondering whether that experience could not be carried 
over, and give us your opinion as to whether it is feasible or wise to 
include such prohibitions in this act. 

What is your opinion about a union pension plan taking a mortgage 
on the union’s buildings, or about an employer-administered plan—the 
employees are not contributing to the fund and it is a level-of-benefits 
plan—investing in stock of the company ? 

Mr. Orrick. Well, I think that you get into the conflict of interest 
area again, in which, if the facts sustain the existence of abuse, in the 
discussion of Congress, perhaps, they should be regulated. 

Senator Kennepy. Do you have comparable regulations for other 
areas? Are you talking about the Investment Act of 1940? 

From your experience with other types of regulation of trustee 
activity, assuming that these people, employers and employees, or 
trustees of the fund, is it not—are there not definite prohibitions writ- 
ten into the Banking Act and Investment Act that definitely limit 
what trustees can do? 

Mr. Orrick. I can only speak with any authority on the Investment 
Company Act, and it certainly does appear there—I am not qualified to 
express an opinion on the Banking Act. 

Senator Kennepy. Well, you understand what we are trying to get 
at without pursuing it any further. 

Mr. Orrick. Yes, I do. 

Senator Kennepy. I will be glad to give you this as a possibility of 
some language which I was interested in which I would like to have 
your opinion on. 

Mr. Orrick. Thank you. We will be very pleased to study that and 
prepare language for you. 

Senator Kennepy. Good. Now, as I understand it, you believe an 
employer—or you expressed an opinion that employer funds should 
be included, level of benefits, and so forth. 

Mr. Orrick. We have expressed no opinion on that, sir. We don’t 
know what the records show as to abuses, if anything. 

Senator Kennepy. Secretary Mitchell recommended that they be 
included, But if they are included, it does not make it any more 
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difficult—it makes your staff problem more complicated, but there is 
no reason why you couldn’t administer the act with those plans in as 
well as with them out; isn’t that correct ? Is 

Mr. Orrick. I think that is right. It boils down to an adminis- 
trative problem, and costs and personnel. 

Senator Kennepy. But you made no recommendations as to 
whether it should or should not be in? 

Mr. Orrick. No, sir. 

Senator Kennepy. What about the number of plans? Senator 
Douglas’ bill limited it to 30,000 at the top, and Secretary Mitchell 
called for many more, 300,000. Would you make any recommenda- 
tions on that ? 

Mr. Orrick. I am afraid again that the coverage of a bill is beyond 
the scope of our experience and knowledge. 

Senator Kennepy. Well, would it be difficult—once again, it would 
be just a question of staff. There is no reason why—it isn’t an 
insuperable problem of administration, is it, based on previous 
experience ¢ 

Mr. Orrick. No. But I think this, which is obvious, that some- 
where along the line a judgment has to be made by the Congress as 
to the desirable extent of any legislation, whether it is in the public 
interest to cover all kinds of plans which may be susceptible of minor 
infractions or abuses, or whether it is the judgment of the Congress 
that it is in the public interest to hit at and try to prevent the grosser 
types of abuses where many employees would be involved. ‘That is 
obviously a determination outside of our jurisdiction. And so we 
have not expressed an opinion on it. 

Senator Kennepy. Thank you. 

Senator Ives? 

Senator Ives. Mr. Chairman, you have asked some of the questions 
I was going to ask, but I may want to have some of the answers 
cleared up a little bit. 

In the first place, sir, does your Commission really desire to have 
this function added to its other functions? I think that is a very 
important point, whether you really want to or not, or whether it is 
being thrust upon you. 

Mr. Orrick. May I answer the question this way, Senator 

Senator Ives. I would like a straight answer. 

Mr. Orrick. The functions of the Securities and Exchange Com- 
mission are devoted to the regulation of the capital-securities mar- 
kets. And we do have experts among our staff in analyzing corpo- 
rate financial statements by accountants, and our lawyers are expert 
in the analysis of full-disclosure provisions. ’ 

But the area covered by a bill on welfare and pension funds does 
not, as such, deal with the capital-securities markets. The Commis- 
sion has an important and-a tremendous job, a job of tremendous 
responsibility, to perform as it is. We are glad to take on any 
functions » 

Senator Ives. That was the question I was going to ask. Do you 
have any idea how much that is going to broaden the field you are 
going to operate in? } 

Mr. Orrick. The tail may be wagging the dog, Senator, if the 
Commission is given the responsibility for this legislation. It is a 
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fact, but the Commission would be pleased to undertake it if the 
Congress so desires, obviously. 

Senator Ives. You are very agreeable, but I am just wondering if 
you really think you should; that is the question I was directing to 
you. Be honest with us, because after all is said and done, we are 
having a debate among ourselves as to whether this should go to the 
Department of Labor or to you or to an independent agency, all of 
these things have got to be decided. We would like an honest 
opinion. We won't hold it against you if you say this won’t be a 
proper function for you. 

Mr. Orriox. Before I give my own opinion, Senator, I would like 
to make it clear that the Commission has not decided or reached any 
determination or conclusion on the question. My personal opinion, 
since you have asked for it, sir, is that it would be inappropriate for 
this Commission to undertake this function. That is one vote, sir, on 
the Commission. 

Senator Ives. That is my own personal feeling, and that is just one 
vote. 

Senator Purre.u. It is two votes. 

Senator Ives. Senator Kennedy discussed this to some extent, and 
you did in the statement you have made this morning, and I imagine 
you did in the report of March 8, which I have not had an opportunity 
to study. l only got a copy yesterday, but I think there is some possi- 
bility that all of these funds, not only the combined funds of em- 
ployers and employees or employees entirely, but also employer funds 
and all sizes of funds, including all employees, wherever they are, 
may be included in this bill. The estimate I think we got last year 
was half a million plans would be included. I don’t know whether 
you have gone into that or not. But it was about a million and a 
quarter that you figured out that the Douglas bill would require to 
operate ? 

Mr. Orrick. 1,350,000, I think, was the figure. 

Senator Ivzs. Approximately that. I wonder if you checked as to 
what the total Smale: cost if you were going to put in all these plans if 
each employee was to be covered, management and everything else; 
that is a half a million approximately. 

Mr. Orrick. That study has not been made, sir. 

Senator Ives. I certainly think you should make it. How long do 
you think it would take you to make it? 

Mr. Biackstone. Assuming 500,000 plans, to make a revised esti- 
mate ¢ 

Senator Ives. That is just an estimate; we don’t know for certain. 

Mr. Biacxstone. We could make a stab at it. Our original esti- 
mate was certainly just an estimate, and we planned that certainly 
any plan of this magnitude would require use of IBM equipment and 
other machine tabulation which can effect certain economies. But we 
would be glad to make an attempt to revise the figure. 

Senator Ives. Secretary of Labor Mitchell said yesterday he didn’t 
think it would be over 250,000. I think when you analyze them and 
reduce them down it might come down to something like half of our 
estimate last year, which was half a million, approximately. 

Mr. Orrick. Senator, another factor in the answer to your ques- 
tion would be the extend to which a detailed critical analysis would 
be made. 
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Senator Ives. But your million, three hundred and fifty thou- 
sand-——— 

Mr. Orrick. Let me correct that. It is a million, three hundred 
and twenty-five thousand. 

Senator Ives. That was based on a rather perfunctory check, was 
it not 

Mr. Orrick. Yes, sir. 

Senator Ives. It wasn’t a completely analyzed study, was it? 

Mr. Orrick. No; it was on a sampling basis. 

Senator Ives. And you don’t know what it would cost if it was 
complete ¢ 

Mr. Orrick. No; but we tried to estimate. 

Senator Ives. That is the 30,000 plans? 

Mr. Buiackstone. Our estimates were based on the assumption that 
there would be an initial registration of 175,000 plans, and then that 
the annual reports would be filed by between 30,000 and 40,000 plans. 
And we figured that an annual reporting form could be devised so 
that at least it could be checked for completeness and for certain 
other points by use of mechanical equipment, and that there would 
then be detailed analysis and review of only selected plans which 
could be spotted either by the statistical unit or on a random sampling 
basis. We felt the problem of obtaining a full and competent staff of 
financial analysts, attorneys, and accountants to do the same kind of 
job of reviewing each annual report under this bill that we now do 
on registration statements under the Securities Act of 1933 would 
be an enormous job, and for that reason we were suggesting, at least as 
the first way to proceed in administering the bill, the limiting of a 
critical analysis and review to just selected filings. 

But there would be a mechanical checking to see that there was 
completeness and a certain degree of accuracy in the reports filed 
for every plan. And that was the plan of administration we had 
suggested in our March 8 report. If the Congress should decide 
that they would want a full financial analysis of each annual report 
filed, I think that our estimates are way on the low side here for a 
staff. 

Senator Ives. You wouldn’t be in the Securities and Exchange Com- 
mission if you made that decision ; you would be somewhere else. How 
many securities are you analyzing that are listed on the stock ex- 
changes ? 

Mr. Buackstone. 3,000. We analyze a thousand registration state- 
ments for new security offerings a year. Of course, a registration 
statement for an offering of a security is a much more elaborate doc- 
ument, and contains many more facts and exhibits than would be 
contained in an annual report of a pension plan. 

Senator Ives. Your chairman was very frank and honest as to 
whether he thought you should take it on, and I appreciate it a lot. 
It is the kind of candor we like. Whatdo youthink Do you think 
you should take this function on? You don’t know what it is going 
to be now; it may be anything; you might wind up with a half mil- 
lion plans on your hands as compared to 3,000 stocks you are now 
following? 

What / you think? 

Mr. Buacxsrone. I think it would be a tremendous undertaking. 

Senator Ives. Do you think you should do it? 
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Mr. Bracxstone. Not being a member of the Commission, I don’t 
think I should express an opinion on it. I don’t have a firm conviction 
one way or the other. 

Senator Ivus. I don’t want to press you; I know it is embarrassing. 
How many members of the Commission are here this morning? 

Mr. Orrick. There are three others members of the Commission 
fo here. I am not sure they have all made up their minds, sir, 

ut they are here to testify. 

Senator Ives. Is Mr. Patterson here? 

Mr. Orrick. Yes. 

Senator Ives. What has he got to say ? 

Mr. Patrerson. I would think, Senator, if Congress decided it 
wanted the Commission to do the job, we would be glad to take it on. 

Senator Ives. That is not the question. The question I am raising 
is: Do you think it is a proper function to be added to the function 
already laid at the door of your Commission ¢ 

Mr. Partrerson. I can answer that by saying that we are not re- 
questing it. 

Senator Ives. You don’t think so; is that it? 

Mr. Parrerson. I say we are not requesting it, but, if we were given 
the job to do, we would do it. 

Senator Ives. Is Mr. Hastings here? 

Mr. Hastrnes. I am sorry; I have not given it a great deal of con- 
sideration ; I will say that it is foreign to the normal functions of the 
Commission. However, it is not entirely foreign to our expertise, and 
I have to go along with the Chairman and Commissioner Patterson 
that we would be happy to do the very best job possible, but we would 
certainly not attempt to solicit the job in any way. 

Senator Ives. Let me point this out. Your Chairman, Mr. Orrick, 
was very frank about it; he didn’t think it was an appropriate func- 
tion—I don’t know that that is the word he used, but it will appear in 
the record. 

Mr. Hastrnes. Senator, I will have to say this, I am not prepared 
to state that it is an inappropriate function. I think that, if it covers 
plans other than those specifically covered in the Allott bill, it more 
nearly resembles a function of the Commission, because the impact 
upon the capital market becomes potentially greater with the greater 
number of plans which are covered. And, therefore, the degree. to 
which it is appropriate is partially dependent upon the coverage of 
the bill. And the extent of coverage is something, of course, wpon 
which we are not prepared to recommend one way or another. Or at 
least Iam not. That is something that Congress decides. So, if you 
cover the entire area, it more closely comes into the scope of our 
normal functions. 

Senator Ives. You are going to have a very large area in there, if 
it covers everything. 

Mr. Hastines. I say the impact upon the capital market becomes 
yreater as the number of plans increases, and, as I have indicated 
‘fore, that impact on the market is consistent with our function. 

Senator Ives. I daresay the number of securities that you are now 
following, which I understand to be 3,000, would only be a drop in 
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the bucket as to what you may find yourselves following if you ever 
took on anything like this. 

Mr. Hasries. But the dollar volume of those 3,000 is tremendous. 

Senator Ives. Mr. Sergeant? 

Mr. Serceant. Yes. 

Senator Ives. I know you a little bit, and I wish you would express 
yourself on this. Do you think this is appropriate for your Com- 
mission ¢ 

Mr. Serceant. I think I would like to say, categorically, that it 
would not be appropriate for this Commission to undertake the ad- 
ministration of pension and welfare funds. 

Senator Ives. I thank you very much, Mr. Chairman. 

Senator Kennepy. Before we leave this, I think the Commission 
ought to consider in some detail the wording of my colleague’s ques- 
tion: Do you think the Labor Department, with the work that it is 
doing, is a more appropriate agency, or do you think that the whole 
field is so new that it is inappropriate for any agency? If you do 
think it is more appropriate for them to have the supervision of both 
the employer and the employee funds amounting to billions and bil- 
lions of dollars, tell me why you think so, and what has been your 
experience following the capital market as compared to their 
—. 

Mr. Orrick. Senator, I want to make it very clear that the Com- 
mission is not in a position to know the competency of any other 
agency of the Government to handle this matter. We know what our 
own administration is. But what goes on in the Department of 
Labor is certainly not our business, and I just am not qualified to 
answer your question, sir. 

Senator Kennepy. You understand that if the employer plans come 
under this, and I assume that is going to be given consideration, that 
that involves billions and billions of investment. What experience 
has the Labor Department had—except the Bureau of Labor Statis- 
tics, which is in a different field—why are they more appropriate to 
handle it than you? 

Mr. Orrick. I do not know. 

Senator Kennepy. You have no opinion ? 

Mr. Orricx. I have no opinion. 

Senator Ives. May I interrupt? 

I don’t blame them for not wanting to pass on the qualifications of 
the Labor Department in this field. But I think the Labor Depart- 
ment in its approach is suggesting that all of these facts or statistics, 
or whatever they are in these reports, merely be made public, they 
are subject to prior Commission approval. And it is effective regula- 
tion. I think that is one of the questions the subcommittee itself has 
to decide, how far this control shall go, whether it will be a matter 
of regulation and everything that goes with it or whether it is simply 
a question of making all this public, letting the light of day shine on 
this thing so that the public can see what is going on. I think that 
is the position that the Department takes. 

Senator Kennepy. I want to say that I heard from Prof. Archi- 
bald Cox, of the Harvard Law School, and Prof. Bernard Meltzer, 
of the University of Chicago Law School. And both of them have 
studied labor and have been in it for years, and they recommend the 
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SEC and not the Department of Labor on the ground—Professor 
Cox says this: 

There is more expertise in the SEC. The SEC is already accustomed to pre- 
scribing forms of accounts and inspecting financial statements. Consequently, 
it would prepare itself for the task more easily than the Department of Labor 
and could be expected to produce better forms and better administrative reg- 
ulations. Its staff is also likely to have a better grasp of the significance of 
the information disclosed. The last factor has some significance today, but it 
would become even more important if experience under a disclosure statute 
should reveal the need of additional legislation regulating fiscal policies with 
regard to premiums, reserves, et cetera. 

And then he talked also about the fact that if employer plans would 
come in they might have more confidence in the SEC than the De- 
partment of Labor. 

Senator Purtell. 

Senator Purrety. Most of the questions I had to ask have been asked 
by my colleague, Senator Ives. And I think you fellows are almost 
in the position of the fellow is writing to a lonely hearts club for a 
wife, and hasn’t seen her picture yet. You don’t know what this is, 
And your suggestion that it would take about 245 employees, is that 
predicated upon the first year or the continuing number of people 
after the first year’s preliminary work has been completed ¢ 

Mr. Biacxsrong. That was for the first year, there would be an 
initial large staff necessary to process the registration statements. 

Senator Purrett. How much smaller would it be than the initial 
245 ¢ 

Mr. Buiacxstone. It is hard to say; perhaps 50. 

Senator Purrenn. That is the continuing cost of this. You are 
going to have an initial period in which you are going to have more 
people than you would subsequently employ ; isn’t that correct / 

Mr. Orrick. [think so, to process the initial registration statements. 
Maybe we could get up, Senator; try to make a stab at an estimate. 

Senator Purretm. Frankly, I am not interested at all in estimates 
right at the present time, because I believe any estimate you give 
would be wholly worthless until we know exactly what type of legis- 
lation we are going to ask, whatever agency asked to administer 
it will administer it. I think that speculation as to the amount of 
money involved or the people is just what I say, speculiation. I do feel 
this, however, having some feeling as to what will come out of this 
subcommittee, that it won't be a question of the tail wagging the dog 
in your case, but the tail wagging the elephant, I believe. 

How many people have you presently employed by your agency? 

Mr. Orrick. Seven hundred and ninety. 

Senator Purret.. Now, as to the competency, I am not worried 
about it, because certainly the people that you have are competent 
people, and they are not born to go into the SEC, you found them, 
you found competent people, you developed competent people. And 
we can do the same thing whether it be in the Labor Department 
or any other Department. I think it gets down to the problem of, 
where can this best be administered, where the administration on 
which much of the work will have to be predicated is available. 

And I think that is something for the subcommittee to decide. I 
wouldn’t ask the question—I am not critical of my colleagues for ask- 
ing it—as to your opinion as to whether you can better administer it 
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than some other agency. I think that that is for this subcommittee to 
decide. IL understand, however, that if the legislation requires you to 
do it, you will do it willingly and ably and with the minimum of addi- 
tional staff as required; is that correct? 

Mr. Orrick. That is correct. 

Senator Purrer.. That is all 1 want to know. 

Senator Kennepy. Senator Allott? 

Senator Atiorr. Now that we have established that you are an un- 
willing bridegroom, I would like to ask you a little bit about some 
of the things that you have contemplated. Senator Purtell has brought 
out very well that what you do in this thing is the very best guess. 
But I would like to call your attention to two things. 

I will read them to you, in Senator Douglas’ statement—lIt is just 
a short statement, you don’t have to get it out. I am not going to cross- 
examine you. 

The agency may make investigations to determine whether any person has 
violated or is about to violate the act. It can compel the appearance of wit- 


nesses and the production of documents and records, and it is authorized to 
secure the aid and backing of Federal court orders for this purpose. 


Now, from page 15 of the Douglas bill, section 10, I want to read 
this into the record: 


A. The agency may in its discretion make such investigations as it deems 
necessary to determine whether any person has violated or is about to violate 
any provision of this Act, or any rule or regulation thereunder, and may re- 
quire or permit any person to file with it a statement in writing, under oath or 
otherwise as the agency shall determine, as to all the facts and circumstances 
concerning the matter to be investigated. And the agency is authorized in its 
discretion to publish information concerning any such violations and to investi- 


gate any facts, conditions, practices or matters which it may deem proper or 
necessary to aid in the enforcement of the provisions of this Act, and the pre- 
scribing of rules and regulations thereunder, or in securing information to 
serve as a basis for recommending further legislation concerning the matters 
to which this Act relates. 


Now, Mr. Orrick, taking those two statements together, wouldn’t 
you say that even though Senator Douglas, I am sure, has in his mind 
that this is primarily a reporting statute—that is his language in 
his statement—and the language of the act certainly contemplates 
something way, way beyond that; wouldn’t you say ? 

Mr. Orrick. If I understand your question correctly, Senator Doug- 
las’ bill goes beyond disclosure and into the regulatory field ? 

Senator Atiorr. Yes. 

Mr. Orrick. On the basis of the language that you just read, sir? 

Senator Auxorr. Yes. 

Mr. Orrick. I would not think so. 

Senator Attorr. How could you say that a person is about to 
violate an act? The contention on behalf of 1122 is that you merely 
report. How can you say that a person is about not to report? 
Are you going to investigate everybody to find out if they are about 
not to report? 

Mr. Orrick. That, I think, would cover the area, Senator Allott, 
where the person who is required, or would be required to file, has 
made his intention known to the Commission that he is not going to 
file, or is not going to comply with the filing requirements. 

Senator Artorr. I shouldn’t cross-examine you, but isn’t it a little 
ridiculous to be setting up a multimillion dollar agency just to anti- 
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cipate a few people who said that they were not going to comply 
with thelaw? Doesn’t that seem a little ridiculous? 

Mr. Orrick. This language from which you read in section 10 (a) 
of the Douglas bill seems to follow quite closely the language of 
section 21 (a) of the Securities and Exchange Act of 1934, and it 
may be deemed sort of standard language for granting investigatory 
and prosecutory powers to an agency. 

Senator Atxorr. That is exactly the point. So that what is in- 
volved in this bill is far more than just a filing and a publication, 
because the language of the bill supports powers way beyond that, 
does it not? Section 10 (a) does? 

Mr. Orrick. Without expressing definitive opinions on the merits 
of particular provisions, it would seem that some teeth have to be 
given to a substitute in itself to be effective at all. 

Senator Atiorr. Now, you gave your statement, I believe it was, 
that you thought 245 employees—how many employees ? 

Mr. Orrick. 245, we estimated. 

Senator Attorr. Now, that depends upon the job to be done, 
How many employees, for example, do you think you would have to 
devote to General Motors’ various plans if you were going to analyze 
the plans, analyze the employees, analyze the retentions in each case, 
analyze all the administrative costs, go ahead with all the other 
analyses, how many people do you think you would have to put on 
one such organization as that with numerous products. 

Mr. Woopsinz. Senator, assuming that the statute finally enacted 
clothed the agency, whatever it may be, with appropriate rule- 
making power and investigation power, so that there was no ques- 
tion about the right of the admmistering agency to prescribe the 
form in which information should be supplied and the scope of that 
information, and having in mind the fact that most people that are 
subject to these statutes try to obey the law, I would say that it would 
be pointless to try to estimate the time that would be involved in 
handling any particular company. 

Most of them would give you no particular difficulty; the persons 
that were trying to evade the law would be the ones that would take 
your time. 

Senator Auxorr. Let me make my point a little bit clearer, if I 
may. If the law contemplated only the registration of these funds 
with you containing the information as set forth in the Douglas bill, 
and the reporting of certain information to you which can ‘be made 
public, that is one proposition. 

But if it involves an analysis and the checking of the policies, the 
power to investigate the truth of the information filed with you, and 
an analysis of those to determine whether they are actuarially sound, 
whether somebody is getting away with something, if it involved an 
analysis, then thet presents a completely different picture, and would 
demand a completely different kind and type and size of staff, would 
it not? 

Mr. Woonsiwe. Senator, I think you are mixing up two things. If 
you are talking about 

Senator Atuorr. I am not mixing up anything, I know what I am 
talking about, I have worked on this 2 or 3 years. What I am talking 
xbout are two different things, and I am trying to draw the picture 
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as to the amount and kind of staffs that would be necessary. Why 
shouldn’t we get an answer to this? If it is sheer reporting, it 1s 
one thing. If you are going to take on all the other things we have 
discussed, you are going to double or triple or quadruple your staff 
in order to take care of it. 

Mr. Woonsiwz. Certainly the regulatory job would be more difficult 
and would require a different type of staff, perhaps, than a pure dis- 
closure proposition. But I would say in answer to your first question 
that an agency charged with administering disclosure requirements 
would find itself engaged in futility if it didn’t have the powers to 
enforce compliance with its rules and regulations and the principles 
of the statute. We have that same problem every day in handling 
proxy statements and registration statements under the Securities 
Act, and annual reports under the 1934 act. 

Senator Axor. I will pursue this with people that I think perhaps 
have approached it from a different angle. Perhaps it is unfair to 
ask you those particular things. 

I would like to ask you this. What impact, Mr. Orrick, do you 
think that the disclosure of portfolios would have upon the investment 
market, not only impact, but what effects? I would like to have you 
discuss that a little, 1f you would. 

Mr. Orrick. Could I dothis, Senator? I think that is an important 
question, and I think that we ought to consider that at the Commission 
and render a short memorandum on the subject. And with your per- 
mission we will be glad to do that. If I might state, sir, the whole 
concept of the administration of the Securities Act is based upon 
disclosure. The investment companies that are subject to our regula- 
tion disclose their portfolios. And I don’t know that we have actually 
made an analytical study to determine whether the impact of that is 
injurious. It seems to me that certainly in the investment company 
field it is the basis for providing some investor protection to disclose 
the portfolios that are held by the investment companies. In the 
area of pension and welfare funds, the disclosure of portfolios would 
appear to be legitimate information to which the beneficiaries of the 
funds are entitled, in the same way as a holder of a security of an 
investment company. I am not aware that the Commission has 
reached any conclusion that the revelation or disclosure of portfolios 
is inimical to the capital market. On the contrary, if it is beneficial 
to the holders of securities of investment funds, then I would presume 
in the same manner it would be to beneficiaries of the pension and wel- 
fare funds. But the Commission 

Senator Anttorr. I would like to have you discuss it with the mem- 
bers of your Commission, and if you could just file a short memo- 
randum with us giving us what the effect or impact, or both, perhaps, 
of disclosure of pension funds might be upon the markets, I am sure 
it would be of benefit. And I particularly invite your attention to 
the fact that of all large funds which this committee previously 
investigated, I believe all of them keep their portfolios confidential, 
and confidential from one another. In fact, they have a great com- 
petitive feeling—and this is all disclosed from the hearing—competi- 
tive feeling between each other as to the efficiency of managed funds 
and the investments that they make. And it was brought out in the 
hearings that the disclosure of this might prevent them from making 
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good investments that they learn about, and it also might enable 
other people to take unfair advantage in the investment field. 

Those are the things that have been raised heretofore in this com- 
mittee on which I think your Commission would be particularly well 
qualified to talk about. 

Mr. Orrick. We would be very pleased to make a study of that 
problem im the context of the points you have raised. (See p. 120.) 

Senator Arnorr. Thank you. Now, with respect to the department 
that might or might not handle this, I can understand your reluctance 
to pass on the abilities of any other department, but it is a fact that 
to qualify under the tax provisions these people have to satisfy the 
Treasury Department anyway—that is a fact, isn’t it? 

Mr. Orrick. I believe it is, sir. 

Senator Atxiorr. Would it not be possible that the Treasury De- 
partment might be a logical commission or department with whom 
you might assume these functions, since part of this information has 
to be filed with them anyway ? 

Mr. Orrick. I have no opinion on that, sir. 

Senator Atxtorr. I will try to get something you can answer easier 
than that. But I did want to make the point that the Treasury 
Department already does receive a great amount of information in 
this field from those funds which receive tax exemptions—not tax 
exemptions, but receive a deductibble item for the moneys they pay 
into these funds, and therefore it might be followed up there. 

Now, in your statement you estimate an annual appropriation of a 
million and a third, roughly, will be needed to administer the pro- 
gram proposed in these bills. Now, that would mean that the tax- 
payers of this country would have to pay this expense. And I would 
like to propound this question to you, as to whether or not the people 
involved in this should not bear the expense of some of the mainte- 
nance of this Department. Have you given that any consideration? 

Mr. Orrick. This is the first time that the question has risen that 
consideration has been given to this problem in the context of the 
welfare and pension funds. We do have and do believe that, as the 
Commission has taken a position in certain areas, the cost of regula- 
tion should be borne by those subject to the regulation, and we have 
proposed legislation in this session of Congress to that effect. 

So possibly the same principle would be applicable in this case. 

Senator Auxtorr. Then, if I understand your answer, conceivably 
that might be done, charging them a registration fee, or something of 
that sort, when we arrive at the final principles of the legislation; 
would that be your answer ? 

Mr. Orrick. It is certainly a conceivable way of defraying the cost 
of administering the proposed legislation, and would not be incon- 
sistent with the principles of defraying costs in other regulatory fields. 

Senator AtLorr. Do you have any other suggestions that occur to 
you with respect to the self-financing of this fund ? 

Mr. Orrick. I don’t quite understand that, sir. 

Senator Attorr. Well, besides the charging of a registration fee, are 
there any other methods that occur to you whereby this might be made 
in effect self-financing ? 

Mr. Orrick. None occur to me right now, but again we will direct 
our attention to that and try to enlighten you on that subject. 
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Senator Axxtorr. May I inquire, in the Securities and Exchange 
Commission do you charge a fee, and what percentage of your overall 
cost does that fee absorb at the present time, do you know / 

Mr. Orrick. Yes. It is about one-third of our total appropriation, 
is paid for in registration fees, paid by registrants under the Securi- 
ties Act in the distribution of new issues of securities, and by the stock 
exchanges on the basis of the volume of trading on the stock exchanges 
annually. 

Senator Atxorr. Now, in Senator Douglas’ statement the other 
day, he said: 

I had a conference with Chairman Armstrong of the SEC, and he expressed 
himself as greatly pleased that our committee should have some confidence in 
this body by vesting the administration in his agency. 

Now, as I understand it, the opinion of the Commission today is 
that they really—none of you really think that you ought to have 
anything to do with this; is that correct ? 

Mr. Orrick. Well, I think this, Senator, which goes without saying, 
that each member of the Commission is very proud of the fact that 
your committee and many members of it have sufficient regard for the 
work that we do that you believe it would be in the public interest to 
entrust us with the responsibility of administering this legislation. 

On the question of whether it is desirable or appropriate, that is 
another matter. 

Senator Atiorr. When you sent up your March 8 memo, how many 
copies of that did you send up, and to whom did they go? 

r. McCautry. I don’t know how many were sent up. They came 
up to Mr. Forsythe, who inquired for it. 

Senator Attorr. May I inquire as to why it wasn’t distributed to 
the entire Labor Committee ? 

Asa matter of fact, just for the sake of the record, I still do not have 
one from the SEC. At the hearing 2 days ago I procured a copy, and 
I would like to know where these go and where these come from. 

Senator Kennepy. Two copies came up here, Senator Allott, and 
then went to Mr. Forsythe and to the attention of the chairman of the 
committee, Senator Hill. As you are aware, this subcommittee, be- 
cause of your desire to become a member of the subcommittee consid- 
ering this legislation, was made up last week, a special subcommittee, 
and Mr. Forsythe did not have anyone to send it to until it was decided 
that there was to be a special subcommittee. And it was available 
last Monday. 

Senator ALorr. I understand that this was to be determined by 
the committee asa whole. The only point I want to raise here—which, 
I believe, is a legitimate one—is why this statement, which is of so 
vital concern to us all, was not distributed. 

Senator Kennepy. Well, I think that the explanation to be given is 
it was just a mistake, and I am sure we all regret it. It is not their 
fault. I think probably it is our fault for not asking that additional 
copies be sent up. So I will have to express the regrets. 

Senator Purrety. Did I understand the chairman to say they were 
distributed some day this week ? 

Senator Kmnnepy. It is my understanding they were. 
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Senator Atuorr. Monday at the subcommittee hearings, when the 
matter came up. 

Senator Kennepy. I think it should be made available. 

Senator Atrorr. That is all, Mr. Chairman. 

Senator Krennepy. I would like to have the Commission perhaps 
meet and discuss these questions which Senator Allott raised. You 
may want to redefine the word “appropriate” or you may not. I 
would like an answer to just one basic question, w hich agency it should 
goto. Soin discussing it would you give usa statement on that? There 
is the question of appropriate and the question of suitable, the question 
of whether the job can be done by you with additional staff, and, of 
course, the same comparable staff would have to be employed by the 
Department of Labor. I think it would be helpful to the subcom- 
mittee to get an official statement from the Commission, meeting as 
a unit, whether they think they could do the job, whether they should 
have it, whether it will be possible for them to carry out as efficiently 
as they are now carrying out their other work; whether it would place 
too great a burden upon you, and therefore I am particularly interested 
in whether it would embarrass you in your other responsibilities, or 
whether, while you do not ask for it and you think that it might con- 
ceivably be our judgment to go someplace else, if it were given to you, 
do you feel you could carry it out and employ the staff to do the job. 

Is there anything any member of the subcommittee would like to 
add to that ? 

Senator Ives. I think along that line the first thing they have got 
to decide is what the effect is going to be on them. It appears to me 
that if they take on the additional work it would be the tail wagging 
the dog. There are 3,000 securities you are now following, and you 
might be completely submerged. You would get all kinds of local in- 
vestments and everything else. You would have to cover the whole 
waterfront. Your whole general function will change, it seems to me. 
That is one of the things you are going to have to determine. 

Senator Purrert. May I suggest if you are going to answer the 
question the chairman has asked by a meeting of the Commission 
that you give us your answer in the various categories, one which 
would include the 30,000 of these plans to the 500,000 estimated. 
Would you break that. down and tell us what you think the impact on 
your Commission will be from this work, the required number of 
employees if you are administering 30,000, 100,000, 250,000, or 500,000. 
Incidentally, of course, when you get into the 500,000 you get into 
the very small plan which would perhaps require little work, but | 
think if we are going to get any answer from you we should have it as 
complete as possible. 

Mr. Orrick. Thank you. We will be very happy to work on a 
study of that kind. May I ask the chairman when these various 
memorandum studies should be submitted to the subcommittee ? 

Senator Kennepy. I would like to get them as soon as possible. The 
subcommittee hearings will go on for at least 2 more weeks, but we 
would like to get these answers as quickly as possible and convenient 
for you to give them to us. 

(The memorandum studies referred to follows :) 
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SUPPLEMENTAL MEMORANDUM No. 1 OF THE SECURITIES AND EXCHANGE 
CoM MISSION 


RE WELFARE AND PENSION PLAN LEGISLATION—-ANSWERS IN RESPONSE TO QUESTIONS 
RAISED AT HEARINGS ON LEGISLATION ON MAY 29, 1957 


IL. Is the Commission the appropriate agency to administer proposed welfare and 
pension plan legislation? 

The Commission has serious doubts that it should be named as the agency 
charged with the administration of any of the pending bills in the field of wel- 
fare and pension plan legislation. The Commission’s reasons are: 

1. The magnitude of the task imposed by this legislation would tend to 
overshadow the Commission’s present work. The Commission is reluctant 
to assume a job of such potential size that would tend to submerge the 
Commission's main mission. 

2. Many of the plans involved in this legislation are the fruits of collec- 
tive bargaining. Accordingly, these plans are inseparably intertwined with 
labor-management relations. Abuses in this area then have their main 
effect upon an economic area in which the Commission does not possess 
expertise. 

It is true that the Commission and its staff have developed an expertness in 
financial analysis of corporate securities and full disclosure of financial infor- 
mation. Inasmuch as welfare and pension plan beneficiaries generally have no 
individual choice as to the securities to be purchased by a welfare or pension 
fund, the type of meaningful information to be furnished to them as to the man- 
agement, investments and transactions of their funds may involve quite different 
criteria from those presently employed by the Commission under the various 
Federal Securities Acts. An agency which has had closer contact with the 
needs and problems in the labor-management field would be in a better position 
to determine the appropriate criteria. 


II. Comparison of the disclosure aspects of the Douglas (S. 1122) and Ives (now 
S. 2175) bills 

At the hearing Senator Allott raised the issue of the scope of a disclosure 
statute and the performance of investigative and prosecutory functions in the 
disclosure type statute. (See transcript, pp. 148-152.) 

The Commission’s experience in the administration of the Securities Act of 
1933, a disclosure statute, is that it is essential that the administering agency 
have the power to enforce compliance with the statute and the rules and regu- 
lations enacted pursuant thereto. Neither the Douglas bill nor the new Ives bil! 
seem to disagree upon this fundamental concept. Both bills penalize the failure 
to comply with the statute and rules and regulations. Also, title II of the new 
Ives bill itself goes beyond the question of mere disclosure by suggesting criminal 
penalties for improper actions in administering plans. 

The differences in approach have been greatly minimized with the changes in 
the Ives bill. Now there is registration, reporting and thereafter, disclosure 
by way of a report to beneficiaries required by both bills. The basic difference 
which remains is this: The Douglas bill sets forth specifically the matters to be 
disclosed in various types of plans; the new Ives bill mentions areas of matters 
to be disclosed, such as “* * * receipts, disbursements, assets, liabilities, and 
financial activities of the plan as the Secretary may, by regulations, pre- 
scribe* * * .” 

It should be apparent that under such a rulemaking power the Secretary 
could set up reporting requirements in the listed areas which would be every 
bit as detailed as those stated in the Douglas bill. Consequently, it is impossible 
to comment in vacuo upon the differences between the bills as to disclosure of 
these matters. 

The Commission has previously commented that the detailed requirements of 
the Douglas bili are to be preferred. Three reasons support this: 

1. The powers of the agency by way of congressional mandate are clearly 
outlined ; 

2. The reporting responsibilities of the plans are more definitely estab- 
lished by Congress—not by the Administrator; and 

3. It appears to the Commission that the matters mentioned in the Douglas 
bill are not unduly burdensome on the plans and that they would be of 
interest to the public. 
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III. The impact, and other effects, of the disclosure of welfare and pension plan 
portfolios 

This question will be approached first from the point of view of the impact 
on capital markets and secondarily for the other effects. 

The Commission does not foresee any effects detrimental to the capital markets 
flowing from a requirement of disclosure of plan portfolios. In the first place 
it is essentially a detail in the area of disclosure. Secondly, the Commission's 
experience under the Investment Company Act of 1940 has indicated merits to 
portfolio disclosure. Acting Chairman Orrick commented upon this at the 
May 29 hearing. 

There is not now any investment industry aversion to portfolio disclosure. 
The industry apparently does not find that disclosure harms it. On the other 
hand there are many incidental benefits. These include: 

1. It tends to avoid inside dealings and, conversely, induces fair dealing; 
It makes management sharply aware of its responsibilities ; 
: It gives information to investors. 

These same incidental benefits would be just as applicable to welfare and 
pension funds and their beneficiaries. 

With the growing influence of welfare and pension funds and their increasing 
capacity to invest, it is believed that no harm could result to the capital markets 
from disclosure and that, on the contrary, many benefits would result. These 
benefits would include: 

1. The stabilizing effect of identity and disclosure of the holdings of 
large blocs of the securities of American industries. 

2. Bringing into the open the effects of such holdings on fights for corpo- 
rate control. 

Consistent with the foregoing is the desirability of requiring disclosure of the 
holdings in a company’s own securities. 

The Commission believes that ultimately the effectivness of such legislation 
will depend upon the widespread interest by beneficiaries in the work of those 
administering the plans. This will best be accomplished by full and detailed 
disclosure. 

IV. The need for regulatory legislation 

The Commission does not believe that the welfare and pension investigations! 
made to date indicate a need for regulatory legislation of the type enacted by the 
Congress in the Public Utility Holding Company Act of 1935 and the Investment 
Company Act of 1940. Whether such need is demonstrated after some adminis- 
trative experience is not now predictable. 

However, regardless of this, the investigations to date have uncovered the 
existence of and the possibility of continuing abuses in administration of plans 
which disclosure alone will not and cannot correct. Both the Douglas and new 
Ives bill also recognize this. As soon as the new Ives bill was supplemented by 
title II it went beyond mere disclosure. 

The Goldwater bill went beyond both of them. The Commission's recommen- 
dations at page 11b of the study of March 8 went further still. The proposal 
of Senator Kennedy defined the Commission’s recommendation." 

Essentially it is a question of how far beyond disclosure should Congress go. 
Should it be only to the limited extent of the Douglas and new Ives bill—or 
beyond? 

In answer the Commission suggests that regulation of the type Senator Ken- 
nedy suggests is desirable. It is limited regulation in that it only establishes 
fiduciary standards. With this the Commission concurs. It believes from its 
study of the reports heretofore made that limited regulation of this type is in 
the public interest. 


. Recommended conditions for an effective administration by the Commission 
of the proposed legislation 


Despite the Commission’s doubts that it should be named as the agency to 
administer the proposed legislation on welfare and pension funds, the Commis- 
sion would not shirk the task of administration if the Congress should deter- 


18. Rept. No. 1734, 84th Cong., 2d sess. 
a Hearing before Special Subcommittee on Welfare and Pension Plans Legislation, May 
29, 1957, pp. 123-126. 
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mine that the Commission is the most appropriate agency for this purpose. 
However, the Commission strongly urges that an effective administration by it 
of such legislation could best be had upon the following conditions: 

1. The Commission should have complete independence in administration 
unencumbered by supervisory or visitatorial powers in an “adyisory coun- 
cil” interposed between the Commisson and the Congress. The Commission 
believes that its independence would be impaired if it were subject to 
direction from, or the need to report to, some agency other than the Congress 
itself. 

2. The Commission would expect to be given a sufficient budget to enable 
it to carry out a program of critical analysis of filings, at least on a sampling 
basis, and a program of investigation and enforcement. If the Congress 
desires that there be no critical analysis of any of the filings or that there be 
no followup procedures to enforce the filing and disclosure requirements and 
criminal provisions, the main function of the administrative agency would 
be to serve as a depositary of information and to compile statistics. It is 
believed that other agencies are as well or better equipped as the Commis- 
sion to serve in these capacities. 

VI. Cost of administration 


The Commission attempted in its report of March 8, 1957, to give an estimate 
of the number of additional personnel and the overall cost that might be involved 
in administering the Douglas bill (S. 1112). In proposing a budget of $1,325,000, 
the following assumptions were made: 

1. There would an an initial registration of approximately 175,000 plans. 

2. There would be annual filings of financial reports by between 30,000 
and 40,000 plans. 

3. Use would be made of machine tabulating equipment to process most 
of the filings. 

4 Critical analysis and examination by financial analysts, accountants, 
and attorneys would be limited to selected filings—not more than 1 in 
10 or 20. 

5. No estimate was made of the cost to General Services Administration 
of providing adequate space to house the employees required to be hired to 
administer the legislation. 

The special subcommittee has asked us to prepare additional estimates of 
cost, assuming a larger workload than anticipated in our March 8 study. In 
our opinion the cost of administration would bear no direct ratio to an in- 
creased number of filings because mass production line techniques can be used 
which, with slight additional cost, can produce a sizable increase in volume 
of work. The following table is no better than an educated guess but it gives 
our best thinking on the subject at this time: 


ist year’s cost assuming 175,000 initial registration statements and 
30,000—40,000 annual financial reports (as per Mar. 8 report) 

lst year’s cost assuming 175,000 initial registration statements and 
100,000-125,000 annual financial reports 

1st year’s cost assuming 250,000 initial registration statements and 
200,000—250,000 annual financial reports__- 

ist year’s cost assuming 500,000 initial registrations and up to 500,000 
TE SN soi ecenyedieal Seipastens errant id deeded eiegediertiph geen extend eginee iedaaaeiahd 3, 125, 000 


The foregoing estimate would not apply if a critical analysis would be required 
of every report filed. In such case there would be a substantial increase in the 
above estimate. Neither would the estimate apply if no analysis were necessary. 
However, it is believed that the above estimate will give the special subcom- 
mittee an idea of their relative estimated costs on the basis outlined. 

All or part of the cost of administration could be recouped by charging a 
registration fee and an annual reporting fee. Apart from initial registration, 
for which a fee of perhaps $10 per plan would defray the cost, an annual filing 
fee scaled from $5 to $50 per plan would appear to cover the administrative “ost. 
As an alternative a fraction of the percentage of the asset value of the ‘und 
could be used as a basis for a charge whch would support the cost of admin’ stra- 
tion of the legislation as enacted. 


93947—57——_-9 
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SUPPLEMENTAL MEMORANDUM No. 2 OF THE SECURITIES AND EXCHANGE CoMMiIs- 
STON RE WELFARE AND PENSION PLAN LEGISLATION—ANALYSIS OF PROPOSED 
New Section 11 To §. 1122 as Comparkep WiTH INVESTMENT COMPANY Act 
oF 1940 


We have compared proposed section 11 of S. 1122 with the provisions of the 
Investment Company Act of 1940 (“the act”) having similar legislative purpose. 
We shall first outline relevant provisions of the act and then comment on the 
persons to whom the bill is applicable and the prohibited transactions. 


THE ACT 


The act has four groups of provisions intended to protect investment com- 
panies and their stockholders from abuse by persons standing generally in fidu- 
ciary relationship to the company or otherwise closely affiliated with it. These 
groups of provisions relate to the following: 
(1) Personal eligibility to serve as director ; 
(2) Composition of board as to proportion of “insiders” and “outsiders.” 
etc. ; 
(3) Regulation of transactions between an investment company and per- 
sons affiliated with it; and 
(4) Court action brought by the Commission to remove officers, directors, 
investment advisers, or principal underwriters, for gross misconduct or 
gross abuse of trust. 

Sscetion 9 of the act makes it unlawful for certain persons to serve as Officers, 
directors, members of the advisory board, investment advisers, depositors, or 
principal underwriters of investment companies. These persons are (1) those 
convicted of a financial felony within the last 10 years: and (2) those enjoined 
from serving any other investment company or bank or insurance company in 
any such capacity because of misconduct. Paragraph (b) of section 9 permits 
the Commission to exempt upon application by order from this ineligibility if 
certain findings are made. 

Section 10 seeks to protect stockholders from the possible abuses which could 
arise from a board of directors with no “outside” or disinterested representa- 
tion as related to the operation of the investment company. Paragraph (a) 
specifies that no more than 60 percent of the members can be investment ad- 
visers, affiliated persons of investment advisers, officers, or employees of the 
company (“affiliated person” is a technical term in the act, defined in sec, 2 
(a) (8)). Other paragraphs contain provisions relating to certain specific situ- 
ations. Among these is paragraph (f), which forbids an investment company 
to purchase securities during the existence of the underwriting syndicate where 
a principal underwriter of the issue is an officer, drector, member of an advisory 
board, investment adviser, or employee of the investment company, or is an 
affiliated person of such a person. The Commission is then given authority to 
exempt transactions by rule or order “if and to the extent that such exemption 
is consistent with the protection of investors.” 

Section 17 regulates transactions between the investment company and 
insiders, classified as affiliated persons, or affiliated persons of affiliated persons 
of the company. In paragraph (a) sales or purchases of securities or other 
property between an investment company and a person within the designated 
group are prohibited unless exempted by the Commission under paragraph (b). 
So is the borrowing of money from such a company. Exemption requires a find- 
ing by the Commission on a formal record that (1) the terms and conditions 
of the transaction, including the consideration, are fair and reasonable and 
there is no overreaching; (2) the transaction is consistent with the policy of the 
investment company; and (3) the transaction is consistent with the general 
purposes of the act. 

Paragraph (d) of section 17 prohibits joint undertakings by “insiders” and 
an investment company in contravention of rules adopted by the Commission 
to prevent participation by an investment company on a basis different from or 
less advantageous than that of the insider. Paragraph (e) forbids an affiliated 
person, or an affiliated person of an affiliated person, to receive a fee for acting 
as agent for the investment company for the purchase or sale of property to or 
from the company, except in the course of such person’s business as underwriter 
or broker; or to receive more than specified fees when acting as securities 
broker for the company. 
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Yhe other paragraphs of section 17 relate to requirements for the custody of 
company assets, bonding for certain officers and employees and attempts to 
indemnify insiders. 

Finally in section 36 the Commission is given standing in court in a civil 
action to enforce the proper standards of fiduciary conduct by a petition to 
remove the offending persons from office. This section in effect and regulatory 
purpose supplements the specific prohibitions of the earlier sections, in recog- 
nition of the fact that it is not feasible to set down in precise language all 
possible departures from the high standard of conduct required of fiduciaries. 


PERSONS COVERED BY THE BILL 


The proposed section 11 to S. 1122 resembles most closely sections 17 (a), 
(b) (c), (d) and (e) of the act. The categories of persons covered, however, 
are designated somewhat differently. They are: 

(1) “Any person charged with or having responsibility for the overall man- 
agement of any * * * plan”; 

(2) “Any officer or employee of any such plan” ; 

(8) “Any employer, any of whose employees are covered by such plan”; 

(4) “Any employee organization, and members of which are covered by such 
plans” ; or 

(5) “Any officer, employee, or member of any employee organization, any 
members of which are covered by such plan.” 

In considering the legislative purpose of the bill we believe the persons included 
in the foregoing classifications should be subject to the regulation provided. 
From our experience with the Investment Company Act, however, it seems 
desirable to include in this category the following: 

(A) Any trustee or custodian of any welfare or pension plan. These persons 
may not have “responsibility for the overall management” of the plan, nor be 
construed as an “officer or employee” of the plan, and thus not within the purview 
of the language of the bill. 

(B) Any employer any of whose employees are covered by such plan and (i) 
any officer, director, partner, or employee of such employer ; and (ii) any persons 
directly or indirectly owning, controlling, or holding with power to vote, 5 percent 
or more of the outstanding voting securities of such employer; and (iii) any 
person directly or indirectly controlling, controlled by, or under common control 
with, such employer. 

“Control” would be defined as meaning the power to exercise a controlling 
influence over the management or policies of any person (other than a natural 
person). In addition there should be a presumption of control raised when a 
given percentage of the voting securities of a company are owned by a person 
or group of persons. 

Section 11 as presently drafted would in the case of a corporate employer 
prohibit only the corporate entity from engaging in the prohibited transactions 
and would not necessarily subject to scrutiny the transactions of officers, di- 
rectors, certain employees, or persons controlling the employer, or other persons 
with substantial financial interest in the employer. These persons, however, 
are or may be in a position to use their influence for self-preferment at the 
expense of the plan. One of the most pernicious evils associated with invest- 
ment companies prior to 1940 was the use of such companies by the “insiders” 
as a purchaser from the “insider” of worthless or questionable investments. 


THE PROHIBITED TRANSACTIONS 


Section 11 prohibits certain specified business transactions with the fund. 
However, consideration might also be given to prohibiting (i) the receipt of 
gratuities from the fund, and (ii) contracts of guaranty, surety, indemnification, 
or other forms of extending the fund’s credit for the benefit of the prohibited 
class. 

Paragraph (b) of section 11 of the bill authorizes the agency to exempt a 
proposed transaction from the prohibitions of paragraph (a) upon the making 
of the requisite findings. In its administration of section 17 (b) of the Invest- 
ment Company Act, Which also provides for exemption only of “proposed trans- 
actions,” the commission has encountered cases in which the prohibited trans- 
actions have already occurred, and yet in fairness and equity and for the pro- 
tection of investors relief should be granted. For this purpose, the commission 
has used section 6 (c) of the act, which authorizes the commission to exempt 
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any person or transaction from any provision of the act “if and to the extent 
that such exemption is necessary or appropriate in the public interest and con. 
sistent with the protection of investors and the purposes fairly intended by the 
policy and provisions of this title.” The committee might consider adding g 
similar general exemptive power to paragraph (b) of section 11 with respect to 
consummated transactions if, in addition to the other findings required by the 
paragraph, the agency also finds that the applicant acted in good faith and not 
in deliberate disregard of the provisions of the section. 


GENERAL 


Other particulars in which proposed section 11 of the bill differs from section 
17 of the act do not seem material. It remains only to suggest that the com- 
mittee consider the advisability of adding the substance of section 36 of the act 
to the bill. Even if, as we assume, the record does not justify provisions similar 
to sections 9 and 10 of the act, concerning personal eligibility and composition 
of the managing board, the possible abuses of fiduciary duty or misuse of pref- 
erential position to the detriment of the beneficiaries of a pian are not exhausted 
by section 11 (a) of the bill any more than by section 17 of the act. It would 
be wise to give the administering agency standing to invoke the powers ofa 
court of equity where necessary for the protection of beneficiaries. 

Senator Atxorr. Mr. Chairman, in this respect may I make this 
point, Mr. Chairman. I am not sure it was made. Actually the 
functions of these bills vary greatly. A study of the Douglas bill 
and a study of the administration bill offered by Senator Ives and 
myself will show and disclose a completely different approach and 
attempt to do a different thing. What I was trying to get from this 
gentleman here, whose name I don’t know—— 

Mr. Orrick. Mr. Woodside. 

Senator Atorr. From Mr. Woodside, and trying to draw out from 
him and you is the fact that there are two different approaches to 
this thing and that the Douglas bill apparently contemplates a. lot 
that the so-called administration bill does not, and I think if you are 
going to furnish information you are going to have to outline what 
functions you think you would be doing in using 245 employees or 500 
employees, because if you were to exercise the functions as I conceive 
them under the Douglas bill—and I am not saying that they are right 
or wrong, but if you were to exercise these functions, actually there 
could be a tremendous amount of investigating, police work, court 
work, and everything else under this bill, which is not contemplated 
in the administration bill, and therefore when you put forth this in- 
formation I think you should look at these two bills, and perhaps my 
own, although the bill that I have offered, S. 2137, is very similar 
to the Dougias bili in those particular respects, but those things are 
important and they are going to determine to a great degree, in my 
opinion, how many employees you are going to have to have. In 
other words, what I am saying, to put it another way, is your answer 
should be if we are going to do the Douglas bill or the so-called Al- 
lott bill, we will need so many employees for so many reports. If we 
are going to do the administration bill we would need so many em- 


ployees. 

Retintot Ives. By the way, the administration bill has been amend- 
ed, as you probably know, and I have introduced it again so we 
will have a fresh print with the amendments in it. 

Senator Kennepy. Are there any more questions? 


We want to thank you very much, Commissioner Orrick, and your 
staff. 
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The next witness for this morning is Mr. Martin E. Segal, presi- 
dent of the Martin E. Segal Co., Inc., consultants and actuaries in 
health, welfare and pension programs. 

Mr. Segal, as I understand it, you are president of the Martin E. 
Segal Co., which I believe is the largest in the field and serves as 
adviser to more than 600 health, welfare, and pension plans, covering 
more than 2 million people throughout the United States. Employ- 
ees covered by these programs are in many different industries: Con- 
struction, milk, transportation, iron and structural steel, hotel, print- 
ing and publishing, paper, television and radio, motion picture, bak- 
ing, granite and stone, and many other industries. ‘ 

I also understand your company serves as adviser to the Founda- 
tion on Employee Health, Medical Care, and Welfare, Inc., estab- 
lished by the National Association of Machinists and United States 
Industries, Inc., and that the cochairmen of the board of directors 
of the foundation are Mr. John I. Snyder, Jr., chairman of the board, 
and president of the United States Industries, Inc., and Mr. A. J. 
Hayes, president of the IAM and chairman of the AFL-CIO Ethical 
Practices Committee, and also, you serve as consultant to the School 
of Public Health and Administrative Medicine at Columbia Uni- 
versity, and that you enjoy a high reputation for impartiality in this 
field. We appreciate your appearing before us to give us the benefit 
of your experience. 

You may proceed. 


STATEMENT OF MARTIN E. SEGAL, PRESIDENT, MARTIN E. SEGAL 
& CO., INC., NEW YORK, N. Y. 


Mr. Seca. Thank you, Mr. Chairman. 

I appreciate the subcommittee’s invitation to appear here this morn- 
ing. The notice for the appearance was rather short. In view of that 
I hope your distinguished subcommittee will excuse the fact that I 
don’t have a full prepared statement. However, I would like to com- 
ment briefly and extemporaneously of the basis of some notes concern- 
ing the problems before you. Then perhaps I can answer the specific 
questions of particular interest to your subcommittee. 

I think there has been adequate testimony already given on the 
growth of health, welfare, and pension plans; the number of partici- 
pating employees and employers; and the vast sums of money being 
spent for the benefit of these employees and their dependents. For 

iat reason I wouldn’t dwell on those particular aspects of the subject. 
I think, too, that there is common agreement that legislation governing 
these plans—— 

Senator Purrett. Mr. Chairman, we have had, as a matter of fact, 
differing opinions as to the amounts involved and the number of 
employees. Have you any figures ? 

Mr. Sreau. All of my sources are the same sources given by the 
Secretary of Labor, by the previous Douglas subcommittee reports 
and others. As you know, they vary anywhere from 6 to 8 billion 
dollars a year for employer contribution, vary from 65 million to 85 
million employees and dependents covered, and vary from, as to the 
reserve in these funds, from $26 billion to $29 billion. I think it 
is fair to summarize all of those statistics by saying they are rather 
sizable numbers in any event. 
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Perhaps one of the advantages, one of the many advantages, of the 
contemplated legislation is that it would establish in one place at one 
time a specific and definitive source of information as to the number of 
employees covered, number of participating employers, the amount of 
money being contributed, and the reserves in these funds. 

I think there is common agreement on the fact that legislation with 
respect to these health, welfare, and pension plans is desirable, because, 
first, public disclosure would minimize abuse; secondly, the employ- 
ees who are covered by these plans obviously have a v ital interest in the 
details of these plans and in their operation; thirdly, that since em- 
ployer contributions are a deductible expense the Federal G overnment 
certainly has an interest in these programs; fourth, that the Govern- 
ment has a general responsibility to the public in making certain that 
any new social-economic dev elopment like health, welfare, and pension 
programs should be operated in the best interests of the public as a 
whole; and finally, and I think a point that hasn’t been emphasized 
sufficiently perhaps because it isn’t as glamorous or dramatic at this 
time, is that public disclosure would be an educational medium through 
which benefits could be improved and costs reduced. I would like to 
concern myself with that latter point a moment later. 

Senator Arnorr. May I ask one question? When you use the word 
“disclosure,” Mr. Segal, do you mean in the broad general sense, dis- 
closure to beneficiaries and reporting also? 

Mr. Sreau. Yes. 

Senator Axtorr. Because we have used these words in a narrov 
sense here, and are you using this word in the broad sense ? 

Mr. Secau. Well, since I am not an attorney, Senator Allott, I will 
speak freely on my definition of the difference. 

Senator Atxorr. That is what I would like for you to do. 

Mr. Seca. I mean reporting and disclosure. 

Senator Purreiy. Reporting and disclosure. Let’s understand it; 
this information would be made available to the public generally! 

Mr. Srcau. Yes. I have a question about certain kinds of informa- 
tion being made available to the public generally because of the com- 
mercial exploitation that would take place of some of the informa- 
tion, but I would like to deal with that later, if I may. 

I think there seems to be general agreement, certainly insofar as the 
testimony given thus far by Senator Douglas and Secretary of Labor 
Mitchell, that the kind of reporting and public disclosure we are dis- 
cussing should be applicable to all health, welfare, and pension plans. 
Personally I have a Serious question as to the advisability and the 
value of having plans that involve fewer than 100 employees or per- 
haps even 200 employ ees being required to disclose. I think that the 
costs involved in administering a law that would cover plans as small 
as these, as compared to the possible abuse, merit, consideration of 
those kind of plans under the kind of reporting or disclosure statute 
which we have been discussing. 

Senator Ives. Don’t you think the employees affected under these 
plans have just as much right to protection as those in a larger 
organization ? 
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Mr. Seca. They are getting protection in the sense that plans of 
fewer than 200 employees are rarely self-insured or self-administered, 
and that means for the most part these plans are provided through 
jnsurance companies. 

Senator Ives. That being the case, let’s stop right there—that isn’t 
a great job to report that, is it? 

Mr. Sxcau. It would depend on the extent of the reporting and dis- 
closure required. It is relatively meaningless to get from an in- 
surance company a statement as to the financial experience of a group 
of 100 employees. I have a chart here, which may interest you, 
which indicates the percentage of premium kept by insurance com- 
panies in groups of various sizes, so that, for example, in a group of 
100 employees—I have enough copies here, I think, for your entire 
committee. 

Senator Kennepy. It may be made a part of the record. 

(The chart appears on p. 128 with an explanation on p. 129.) 
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EXPLANATION OF CHART 


The purpose of this study is to show how the size of a group affects the net 
cost of insurance. The chart on the reverse side shows the relative cost differ- 
ence between groups of different size, all other factors being equal. 

The study is based on experience with leading insurance companies over a 
period of years. The share of premium dollar represented as being kept by 
the insurance company represents an average figure over a period of 10 years. 
In actual practice, the amount retained by the insurance company wiil tend to be 
higher during the early years of the plan and lower in the later years. 

The insurance-company figures were based in each instance on the same plan 
of benefits, a stated premium and a stated and presumed claims experience. 

For « different plan of insurance the net cost may differ somewhat from the 
figures shown in the chart. This difference may be due to various factors; be- 
eause the actual premium may be greater or less or because the claims expe- 
rience may be different than the asumption used. However, because we have 
based our assumptions on average figures taken over a long period of time, 
we believe that the chart may be taken as a sound demonstration of the rela- 
tive cost difference between groups of different size, 

It should also be noted that the figures used in the study represent an average 
for a number of leading insurance companies. Many insurance companies will 
retain higher amounts than those shown on this chart, some lower. This is 
particularly noticeable in comparatively small groups such as those where 200 
or 500 insured employees are involved. In such cases it is not unusual to find 
one company retaining 12 percent of premium for a group of 200 employees while 
another company might retain 23 percent—or even more. As might naturally 
be expected, these broad differences tend to disappear when dealing with a large 
group such as 50,000 employees; in such case the difference may be measured in 
terms of 1 percent or a fraction of 1 percent of premium. It is worth noting, 
however, that when 1 percent or a sizable fraction of that is applied to a pre- 
mium of several million dollars, a sizable sum of money is involved over a 10- 
year period. 


Senator Kennepy. You may proceed. 


Mr. Seca. Now, if you will glance at that chart you will see that 
in a group of 100 employees, over a 10-year period, the average insur- 
ance company in an average ~~ of benefits will keep 30.6 cents out 


of every premium dollar, and you will notice that the percentage of 
premium retained by an insurance company diminishes as the size of 
the group gets larger. 

Now, if there were disclosure with respect to groups involving 100 
or fewer employees it would have to be recognized that the reason 
the insurance company keeps this percentage of the premium is be- 
cause they chdiemaie need larger reserves and larger contingencies in 
a small group than they would require proportionately in a large one. 
In a small group of 100 employees, if you had 3 deaths in 1 year or 
2 death or had an accidental occasion like an explosion in the fac- 
tory where there might be 5 or 10 accidental deaths, all of the premium 
for several years would have to be used by the insurance company to 
pay the claims. Therefore in the small groups they keep a larger 
share of the premium dollar. 

Now, what would an insurance company be able to disclose in terms 
of possible abuse in a program of this kind? The premium volume 
in a group of 100 employees is very small, so that there is relatively 
small margin for abuse. Secondly, the insurance company has to 
keep substantial reserves. While there might be a question about 
the amount of the reserves it would become a very technical actuarial 
question as to whether the reserves should be 20 or 25 percent of the 
premium for a small group of that kind. In short, Senator Ives, I 
think that reporting for groups of that kind, for that size, would not 
disclose anything important by way of abuse. 
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Senator Ives. You are talking now as if they were all going to deal] 
with insurance companies. We all know that there are other plans 
besides plans that operate through insurance companies or as a result 
of insurance company supervision and control. I imagine there are 
a great many plans created by employers where no insurance company 
is involved at all, where the stock of these corporations is put into the 
fund itself and even creates to a large percentage the fund. 

Mr. Seear. First, I think, Senator, we might draw the distinction 
between pension and welfare plans. As far as health and welfare 
a are concerned I think you will find very few. I know of no 

ealth and welfare plan where a group of less than 100 employees 
operates on a self-insured basis. 

Senator Ives. That istrue. I agree with that. 

Mr. Sreat. So as far as health and welfare plans are concerned, 
for groups of less than 100 employees, I think the observation made 
about insurance company reporting is practically a universal experi- 
ence. 

Now, as far as pension plans are concerned, it is true that there are 
some pension plans involving fewer than 100 employees that are self- 
insured, but a relatively small percentage of them. 

Senator Ives. Where could enybody ascertain that? In New York 
State, for instance, we now have a State law. Is that operative 
enough at this time so you can get those figures in New York State? 

Mr. Secau. Unfortunately, no, because the New York State law 
applies only to collective bargaining plans. I think the Internal 
Revenue Bureau might be a good source for the committee to determine 
the number of plans involving fewer than 100 employees and the 
number insured and self-insured. 

Senator Ives. Don’t you think that is a rather important thing 
about the whole proposition? If those plans of that kind, pension 
plans of that kind are so extensive, we review them one way. If they 
are relatively few, we do them another way. We don’t know. 

Mr. Seeau. I think it is an important consideration. I think that 
you will find that less—and I am just taking a guess based on my own 
experience—I think you will find that less than 10 percent of the pen- 
sion plans involving fewer than 100 employees are self-insured. 

Senator Ives. Well, even that 10 or 8 percent, or whatever it is, is 
important to those employees. 

Mr. Srcau. Yes; and I think that the serious question before your 
subcommittee is whether the amount of work and expense involved 
in having those plans report and disclose is justified by the additional 
protection that might be afforded, assuming that some of these plans 
with fewer than 100 employees are not well managed, to the employees 
of those particular programs. 

I didn’t mean to disagree, though I did on this question, but I 
couldn’t help but feel that it should be commented on a little more ex- 
tensively in view of the testimony given this morning about the pos- 
sible scope of an agency’s responsibility in terms of manpower and 
appropriations required if you had 500,000 plans, and you will find 
that if you limited your reporting and disclosure provision to pro- 
grams involving 100 or more employees that that would cut that 
500,000 figure down to a very small proportion of them. 

Senator Kennepy. And you say that all of the ones under 100 are 
insured ; is that correct ? 
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Mr. Sraa. I wouldn’t say that all of them are. I would say that in 
my experience I know of no health and welfare plans, involving less 
than 100 employees, where they are self-insured. There may be a few, 
but they would be relatively few as far as the pension field is con- 
cerned. I think you would be able to get that specifically from In- 
ternal Revenue, and there, too, I suspect that a very small percentage 
are self-insured. 

Senator Kennepy, Just on the last question, your testimony is very 
yaluable. It is your opinion that when they are insured there would 
be no necessity for this type of disclosure. 

Mr. Srear. I would say that the area of possible abuse—in the sense 
that abuse has been discussed today of self-dealing, of excessive com- 
missions and things of that kind—is minimal in a small group because 
the amount of money involved in a small group issosmall. Well, for 
example, in a group of 100 employees, assuming the average plan of 
insurance, the annual premium might be, let us say, $100 a year per 
employee. Well, there you have a maximum premium expenditure of 
$10,000 per year. Now, part of that $10,000 has to be paid out in bene- 
fits by the insurance company. Part of it has to be set aside for reserves 
for contingencies and catastrophic losses and that sort of thing. There- 
fore, what is left to abuse in terms of money ? 

Now, as to determining the real value of the benefit programs, I 
don’t think that is the purpose of the legislation. At least I have 
been told that it is not the purpose of this legislation to start deciding 
for the public what kind of benefit plans they ought to have and how 
they ought to be financed. I think what the public is concerned about 
is how are they managed and are they being managed on a basis where 
they cannot be abused. 

Senator Atuorr. May I ask a question of Mr. Segal at that point? 
I agree generally with your proposition that there are all sorts of 
people. Some want to stea] a million dollars and some are satisfied 
with a few, but to take your 100 employee $100-premium example, 
could not the amount of actual coverage that these people get be re- 
duced substantially even in such a small plan by the fact that excessive 
commissions were paid¢ For example, that if as high as a 20 or 25 
percent commission was paid and continued to be paid year after 
year wouldn’t that tend to reduce the benefits and deprive the worker 
of the rights which were really his under that? 

Mr. Secau. In a measure, but in so small a measure as I think to be 
insignificant. I have before me a copy of the Foundation on Em- 
ployee Health, Medical Care & Welfare, Inc., Report No. 1, the foun- 
dation Senator Kennedy referred to a moment ago in the introduc- 
tion. I have copies here for the committee if you are interested in 
looking at them. 

On page 33 there is shown the commission schedule used by major 
insurance companies in the United States. 

Senator Ives. May we have copies? 

(Copies of the report have been retained in the committee files.) 

Senator Kennepy. I might say that in the select committee, when 
we were investigating this, Mr. Newell stated that 2 percent, even 
though it was on a $20 million fund and plan, was reasonable; and 
I see where you say even on $2 million and over it ought to be 0,1 
percent, one-tenth of 1 percent. 

Mr. Secau. Yes. 
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Senator Kennepy. You didn’t see that testimony, did you? 

Mr. Sreau. I didn’t read the testimony, I read the newspaper ac- 
counts. 

Senator Kennepy. In your opinion, were there any services that 
he could have rendered that would have justified the arpepcestt figure 
in the case of the $20 million, based on your experience 

Mr. Sxeau. I am not familiar with the details of the services he 
rendered. I would put it another way, perhaps, Senator, and say 
that apparently competent services can be rendered, and I am not 
judging Mr. Newell’s services, for considerably less than 2 percent of 
premiums in access of $2 million. 

If you will glance at that chart you will see that on the first $10,000 
of premium—and we are talking about a group of less than 100 em- 
ployees at the moment—-the commissions in the first year are 20 

reent on the first $5,000 of premium and 15 percent on the next 
35,000, and im the next 9 years the so-called renewal commission 
years, the commissions are very substantially less. They are less 
than a quarter on the four to five thousand dollar premium, and as 
you can see, about 10 percent of the first year commission in the five 
to ten thousand annual premium bracket. 

Now, let’s take the first year commissions alone. On the first $5,000 
of premium the insurance company in the first year would pay $1,000 
of commissions, and on the next $5,000 they would pay $750 of com- 
missions. So there would be the first year $1,750 in commissions. In 
the subsequent year there would be $50 on the first $1,000, $150 on the 
next $5,000, a little less, and 1.5, you can see that there the com- 
missions would be less than $300 per year. 

Now, assuming that some insurance companies—and it wouldn’t be 
one of the major insurance companies, because they pay commissions 
which are generally consistent with this commission schedule—as- 
suming that some msurance company wanted to increase the com- 
missions by 25 percent, that is, 25 percent of the amount cited here. 
At maximwn it would be another $450 of commissions in the first 
year and maybe another $75 or so in the subsequent years. Very litile 
by way of additional benefits could be purchased for that amount of 
money. 

Senator Atiorr. Mr. Segal, if I may, just to take your own figures. 
This is the standard deeremental scale that you have here? 

Mr: Seeav. Yes. There are a few deviations from it, minor ones, 
but this is by and large the standard scale. 

Senator Axntorr. If the commissions were $1,750, as you suggested, 
and they continued to charge this $1,750 instead of dropping it down 
to $300, my point is that there would be a difference of $1,450 here 
that would buy benefits which would not be bought, and this can oe- 
cur becatuse the committee has had numerous examples of it, and if 
you had a deal between the man who is purchasing it, whoever it was, 
and the agent and he just simply continued to do this, as in both the 
Distillery and Laundry Workers case, even though it is a small 
amount, a man might be just as willing to make away with $1,400 as 
another one to try and:make away with a million. That is my point. 

Mr. Sreat. Yes, Senator. I would certainly favor saving $1,400, 
$14,000, or $14, if it would provide greater benefits for the employees 
and their dependents, but I think that the problem before your sub- 
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committee is determining whether the possible abuse in some small 
funds involving a few insurance companies who follow a commission 
schedule other than this is worth the additional responsibility and 
cost of having these kinds of plans report and disclose. That, of 
course, is only a question that your subcommittee can determine. I am 
still referring here to health and welfare plans involving fewer than 
100 employees. 

I have already commented, I think, on the desirability of having all 

plans other than the ones I have mentioned report, whether they are 
administered by unions, employers, or by unions and employers 
jointly. 
I don’t share the view that has been expressed by some people that 
there is no need for disclosure on the part of the employer-admin- 
istered programs. I realize, Senator Allott, that you have had some 
very thought-provoking observations on this point. 

Senator Atiorr. Yes. I would like to ask a few questions about it 
when you get through. 

Mr. Secav. I would like to suggest a quotation that was given to 
me by my daughter, Susan, who is 1514 and not an expert on health 
and welfare programs, We were talkimg about the fact that there is 
so much protest that disclosure implies the suggestion there is dis- 
honesty involved. Susan dug up out of Barrett’s a quotation from 
Emerson in which Mr. Emerson, talking about a visitor, said. “The 
louder he talked of his honor, the faster we counted our spoons.” 

I don’t mean to suggest that some of the protests that are being 
made by important and respected employer organizations are based on 
exactly what Mr. Emerson had in mind, but certainly the aura of 
suspicion that might be generated by the failure of employers to 
disclose would be removed if this legislation was across the board on 
these plans. 

I don’t quite subscribe to the view that has been expressed that 
disclosure by employers as to the details of then plans would give 
unions additional ammunition in collective bargaining. The fact is 
that there have been established now two cases which the unions 
can use effectively—the Cross case with the NLRB in which the 
NLRB held that an employer was compelled to bargain on problems 
of health, welfare, and pensions, and then a later case involving Sky- 
land Hosiery Mills (108 NLRB 190), in 1954, which also required an 
employer to disclose the fimancial details of the health and welfare 
plans. I believe the wnions have adequate means of getting what- 
ever information they need. So there wouldn’t be anything new 
added by way of a disclosure provision in terms of ammunition for 
unions in collective bargaining. 

I think that the legislation you are considering might well enu- 
merate very specifically the kind of information that is to be dis- 
closed. Personally I believe that disclosure should require every 
detail with respect to assets and liabilities and all of the details with 
respect to income and disbursements. 

I have said a few moments ago that disclosure would not only 
eliminate or certainly minimize possible abuse, but that it would also 
serve as an educational medium. Perhaps it is self-serving in our 
kind of business to have the public unaware of the details and the 
intricacies and the technicalities of the healih, welfare, and pension 
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field, but I personally don’t subscribe to that idea at all. I think there 
is too much mumbo-jumbo that goes on generally about health, wel- 
fare, and pension plans, and it is becoming a mystery to a great 
section of the public where the understanding is pretty much confined 
to actuaries, insurance companies, banks, consultants, and other tech- 
nicians. I think that public disclosure would serve as an educational 
medium for employers and unions and employees and Government 
agencies, so that they would learn more about how much money is 
contributed and how it is spent. They would have yardsticks as to 
administrative expenses. They would develop lines of inquiry that 
would undoubtedly make these programs better and less costly. I 
would like to recommend that study No. 1 issued by the foundation 
is a good example of the kind of educational information the public 
needs. As would be the case with disclosure, they are in a better posi- 
tion to do a better job for the employers and the employees affected 
by these plans. 

One final comment, and that is that I think that a distinction should 
be drawn between legislation that requires reporting and disclosure 
and legislation that attempts to regulate. 

We have learned that this is a very complex field. There are no 
definite lines to be established as yet with respect to administrative 
expenses or benefit levels or retentions or the advantages and disad- 
vantages of self-insurance or the performance of banks or insurance 
companies generally. For that reason, I think it would be extremely 
unwise if, at this stage in the development of this still new field, the 
Congress decided to introduce legislation which would regulate and 
straightjacket these plans. I think that reporting and disclosure 
would accomplish the things that you are most concerned about, and, if 
experence indicates that further regulation is desirable and necessary, 
there will be ample time in future years to develop the appropriate 
regulations and laws governing these plans. 

Senator Kennepy. Mr. Segal, we are glad to have your testimony. 
It is very helpful. On this question of regulation and disclosure, you 
were here this morning when we had a discussion with the Acting 
Chairman of the Securities and Exchange Commission. 

Mr. Seeau. Yes. 

Senator Kennepy. And about some of the things that might be 
included. There is this limitation based on the Investment Act of 
1940 treating the trustees as trustees and prohibiting them from invest- 
ing in their own, maybe, union building, or the employer investing in 
stock in his own company, and so on, the discussion we had. You don’t 
feel any of that is wise at this time? In other words, all we should 
provide for is disclosure of the commissions being paid, the amount, 
the general line of the investments, and so on, but you don’t feel we 
should write positive limitations forbidding certain practices which 
have been publicized recently ? 

Mr. Seca. I think that many of those practices can be dealt with 
under existing law. For example, rebates of commissions and self- 
dealing and things of that kind are adequately covered now by many 
State insurance laws. It is governed completely now by the New 
York State law, and all insurance companies licensed in New York 
State are obligated to follow the same practices in all other States in 
which they are engaged in business. We now have laws against 
embezzlement and larceny. 
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‘Senator Kennepy. There are now no Federal laws on this subject, 
. are there? 
_ Mr. Sveau. Not to my knowledge. 

Senator Kennepy. The question is, in the case of Mr. Beck, his 
statute of limitations has run out in the State of Washington in 
some of these practices and there is no Federal limitation or regula- 
tion. Now, do you feel that it is not necessary for us to make it 
unlawful for anyone to receive or agree to receive any fee, commission, 
gift, or thing of value from any person for procuring or attemptin 
to procure or influencing or attempting to influence the procuring o 
any contract for the performance of services for or in connection with 
such plan; to borrow any money or other property from such plan 
or from any fund connected therewith; to sell to such plan or to any 
fund connected therewith any securities or other property; to buy 
from such plan or from any fund connected therewith any securities 
or other property ; to lease any property to or from such plan or from 
any fund connected therewith; to enter into any business transaction 
with such plan or any fund connected therewith, or with any person 
acting on behalf of such plan or fund, in contravention of such rules 
and regulations as may be prescribed by the agency for the purpose 
of limiting or preventing participation by such pérsons on a basis 
different or more favorable than others; to pay or agree or attempt 
to pay any fee or commission, or to make or agree or attempt to vai 
any gift, or to transfer or agree or attempt to transfer any thing of 
value the receipt of which is prohibited! You don’t feel that all that 
is necessary ? 

Mr. Sreau. Yes; I think that is desirable, Senator. 

Senator Kennepy. That sort of limitations? 

Mr. Sreav. That sort of limitations is desirable. 

Senator Kennepy. What about this question of investing? Senator 
Goldwater, I believe, has some limitations on investment. It seemed 
he said that the Goldwater bill seeks to prohibit borrowing from any 
trust fund by union members or employers or participation by them 
in commissions paid for insurance in the operation of any insurance 
agency, and Senator Douglas went on to say the Federal legislation 
is going to move into this field with such specific provisions, and I 
doubt if we could get ready to do so. For instance, if borrowing is 
prohibited, why are investments in the employer’s stock and the 
union building fund permitted, or why is participation in insurance 
commissions prohibited and claims agents’ fees permitted? Do you 
feel we should move into that field, in other words, go beyond, as 
Senator Douglas suggests? If we are going to do anything about 
prohibiting borrowing, should we do anything about limiting invest- 
ments in the employer’s stock or the union building fund, or anything 
about prohibiting claims agents’ fees? 

Mr. Secau. I subscribe to the kind of limitations that Senator Gold- 
water suggested, but I also agree with Senator Douglas that it should 
go further than Senator Goldwater indicated. I do think it is 
desirable to write that kind of legislation, but I think a distinction 
should be made between borrowing money from the fund and investing 
in the stock of a corporation that sets up the pension plan, or in a 
union building. Actually there are many trustees of many pension 
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funds who as a matter of practice have passed regulations for their 
own internal use which prohibit the pension fund from being invested 
in the stock of any corporation which is under contract, let us say, 
with the union. This is a self-governing decision on their part. 

I am not prepared to say that there should be a regulation which 
would prohibit any pension-fund plan from investing in its own 
company’s stock, because there may be some persuasive and good 
reasons in terms of the interests of the employees to do so. Disclosure, 
though, would give the employees an opportunity to see where the 
stock is invested, and I think that the very fact that this information 
will be known would give pause to any company or to any union that 
is interested in investing in the stock of their own corporation because 
there might be some public repercussions or questions about the trans- 
action. And then they will be more inclined to be motivated on the 
basis of merit rather than on the basis of accommodation for a par- 
ticular situation such as has been mentioned in some other testimony 
on other occasions. 

Senator Kennepy. Senator Ives. 

Senator Ives. Mr. Segal, I would like to ask you just one question. 
With what agency of the Government do you think the administration 
of this thing should be lodged ? 

Mr. Sreat. I think that is a question beyond my competence, 
Senator. 

Senator Ives. You heard the testimony this morning of the Securi- 
ties and Exchange Commission. 

Mr. Seaau. Yes. I think it would be very unfortunate if the ques- 
tion of legislation bogged down or even was impeded for a while on the 
basis of which Government agency was to handle it. The importance 
of the issue really overrides the consideration as to which agency 
should be involved. 

Senator Ives. It doesn’t occur to you that any agency we might 
select wouldn’t be able to handle it, does it ? 

Mr. Secau. No. 

Senator Ives. I don’t think we are going to bog down on the ques- 
tion. If we established a brandnew one, a brandnew one might be per- 
fectly able to handle it. 

Mr. Sreeau. I think any agency you select will have to hire person- 
nel and develop forms and procedures they haven't had to date, be- 
cause I think this is a new problem. 

Senator KenneEpy. Senator Purtell. 

Senator Purrei.. No questions. 

Senator Kennepy. Senator Allott. 

Senator Atxrorr. I want to go back into the area of whether small 
employers should be covered, that is, whether small companies should 
be covered. I think it is pretty well explored except for one question, 
and I would like to ask you about it. Wouldn’t it be true generally 
that companies with, say, 100 employees or less would not have avail- 
able to them the same skilled advice that would be available to people 
who are handling larger funds? For example, yourself or your asso- 
ciates would not ordinarily be available to them. They would in many 
instances not know where to find you even; wouldn’t that be true? 

Mr. Seca. Well, 1 would be happy to tell them where to find me, 
Senator. But I think it is generally true that a small company would 
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have considerable difliculty in getting the same caliber of service that 
a large company would simply on the basis of financial means. 

Senator Atxorr. That is nght, and they wouldn’t have the money 
and it wouldn’t be sufficient to gather together the skilled statf to. 
administer it, such as you find in the large funds. That is the counter- 
argument to your argument really in this exemption of the small fund; 
is it not ? 

Mr. Sre@au. Yes. 

Senator Atiorr. Now, with respect to the insurance companies you 
seem to assume in your statement that all insurance companies play 
this on and up-and-up basis. I am wondering if you happened to read 
the hearings held before the Subcommittee on Welfare and Pension 
Funds in the 84th Congress in which several insurance companies 
testified in this very room, that two of them at least admitted frankly 
that they had no set commissions, no set charges, and that it was just 
sort of a deal, how good a deal the individual company or the indi- 
vidual bargainer could make with them; are you aware of that testi- 
mony ¢ 

Mr. Sreau. I am, Senator, and if anyone got the impression from 
my remarks that I thought that all insurance companies dealt in an 
exemplary manner and in the best interests of their policyholders | 
would like to disabuse that notion immediately. My experience has. 
been that insurance company practices vary considerably ; that some 
insurance companies don’t take into consideration what is best for the 
policyholder; and that some insurance companies follow the practice 
of giving the oil to the squeaking wheel. 


Senator Aiworr. That is one of the terms that was used in this 
hearing, by the way. 

Mr. Srcau. Yes; 1 don’t want to give the impression that it is origi- 
nal with me. It is a notion, incidentally, which doesn’t apply just to 
health, welfare, and pension plans. I understand that that notion 
runs across the whole gamut of our society generally, and as a result 
I am not, shall I say, intrigued with relying completely on insurance 
companies for the salvation of the employee and dependents’ needs. 
On the other hand, I am not prepared to file a general condemnation 
of the insurance industry as a whole. The fact is that many of the 
major insurance companies have done an excellent job in this field to 
the extent that they could, and that they have followed fine practices. 
You will find exceptions, of course. 

Senator Atuorr. Yes. The only point I wanted to make clear was 
that simply because it is an insured plan, that is, a plan that has been 
insured with some insurance company, is not of itself a guaranty that 
there are no abuses or that somebody hasn’t been trimmed very nicely. 

Mr. Seca. That is correct. The people have been in both insured 
and self-insured plans. 

Senator Artsorr. Yes. Now, I was interested in your quotation, 
because in an examination of the fine statement of Senator Douglas 
the other day I see that he repeats in his statement several times: “I 
cannot understand why anyone would oppose disclosure unless he has 
something to hide,” which seems to me a poor substitute for a good 
argument. It is sort of like when we were in law school and one of 
the old standard jokes was if you had the law on your side, yor 
argued the law; and if you had the facts on your side, you argued 
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the facts; and if you didn’t have either you pounded the desk and 
yelled like something. 

Now, wouldn’t the ideal way be to regulate these at a State level? 
I mean, from the standpoint of good competent regulation, and I 
realize that there are a lot of States that haven’t shown any action. 
Nevertheless, wouldn’t the ideal method of regulation be at the State 
level? 

Mr. Seca. I thought so at one time, and I don’t think so now. 

Senator Attorr. Would you explain why ? 

Mr. Sreeau. Yes; the best evidence that it isn’t being handled in 
the proper fashion at the State level is that this issue has been before 
the public now for several years and the number of States that have 
adopted legislation to govern these plans can be counted on the fingers 
of one hand. Actually, there are only 

Senator Arzorr. That really doesn’t answer the question though, 
Mr. Segal. I prefaced my question with that statement and that is 
true, but nevertheless the best regulation of this field would come 
from the State level as it does in the insurance field; would it not? 

Mr. Seca. Not in my opinion, Senator. I feel that this issue is so 
broad and affects all of the people so equally that Federal legislation 
is more desirable. The fact is that the State legislatures are much 
more subject to pressure from various self-interested groups than the 
Federal Government would be and you would find a real hodgepodge 
of legislation if you permitted it to be up to each State. Such legis- 
lation would pretty much be dependent upon the pressures that could 
be brought to bear on the legislators, and I would add further that 
individual States adopting legislation would create a substantial addi- 
tional expense for many health and welfare funds and pension funds, 
and I would like to give you an example, if I may. 

In New York State we have a law now governing health, welfare, 
and pension programs, as you know. That law requires any health 
and welfare fund that has more than a minimum of employees em- 
ployed in that State to file. Now, we are consultants to the National 
Television and Radio Industry Pension and Welfare Fund. If there 
were 10 States that had regulations affecting health and welfare funds 
that fund would have to file in 10 States, and the cost of filing is not 
just a registration fee, if there was one. It means that the accountant, 
the consultant and actuary, and the attorney for each of these funds 
has to prepare a detailed statement. In New York State it runs to 
20 pages. There would be no way of compelling all States to have 
the same kind of filing, nor would the laws of each State necessarily 
be consistent. So that you would find that each of these funds oper- 
ating on a national basis or on a tristate basis or an areawide basis, 
would need to fulfill the requirements of every State to which that 
fund may be subject. That would create additional expenses and a 
waste of the health and welfare and pension moneys that might better 
be used for benefits for the people. 

On the other hand, if you had Federal legislation there would be 
nothing to prevent the States from supplementing, if they felt it was 
necessary. You would have one law applicable to all funds, and it 
would minimize the expense. It would eliminate the conflicts and in- 
terpretations between various States as to their own laws, and I think 
it would serve the people as a whole better than individual State 
legislation. 
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Senator Ives. May I interrupt a minute and ask a question along 
that line? What would you think of adding a provision in the bill 
when passed which would permit any State which conforms to the 
Federal pattern or standard or whatever you want to call it in the 
field be exempt from filing with the Federal Government ? 

Mr. Sreat. That would be fine. 

Senator Ives. That might be worth considering. 

Senator Atiorr. One other question I would like to ask. I under- 
stand that you mind is made up. I want to also differ with your 
statement about State legislatures in this respect. It has been my 
experience that State legislatures are more responsive to the pesple 
as a whole than is the Government of our country. I couldn’t let that 
pass without paying that tribute to the legislatures. 

Now, with respect to your statement that you have adopted in your 
own mind, I believe, completely the theory that these things are wages 
in accordance with some of the decisions of the NLRB. In the hear- 
ings which this committee held, I believe there was not a single instance 
in which abuse was shown of an employer administered plan. Now, 
these constitute 92 percent, from 86 to 92 percent. I believe we found 
86 percent in the case of health and welfare plans and 92 percent in 
the case of pension plans of the plans in existence. Wouldn’t it bea 
completely logical approach and a more orderly one to attempt to 
direct legislation to the fields where we have found abuses exist 
rather than to plunge into the water and take the whole pool at one 
time ? 

Mr. Secau. Senator, I think that the suggestion that disclosure be 
limited to joint union and management plans is in practical effect a 
belief that those plans in which unions are involved are subject to 
corruption and misuse and that plans in which unions are not involved 
are entirely free of those possibilities. 

Senator Atiorr. That isa very fine argument. 

Mr. Sreau. But it is— 

Senator Atxorr. It is a very fine argument, but it is not a sound 
one. That is not a sound one. That is the argument you would use 
to try to convince people. 

Mr. Sreau. I will go a step further. I will respectfully ask you 
how many employer plans have been examined ? 

Senator Axxiorr. Well, the investigating subcommittee all in all 
went into some 2,000 plans, and there was never any attempt made 
to discriminate. There was no attempt made especially to center 
on the Taft-Hartley funds, which is where we found most of the 
abuses. Now, my particular point is not divided upon the employer 
and employee, because I recognize that it is subject to the argument 
that what is sauce for the goose is sauce for the gander, and you can’t 
say employers are honest or dishonest because they may or may not be. 
Dishonest people are where you find them, not whether they are em- 
ployer, not whether they are an employee or whether they are a union 
man. 

Now, the bill which I have offered does offer an opportunity to go 
into this field gradually, not take the whole bite at once, and it leaves 
those bargained funds, those bargained plans in which the parties 
themselves have agreed that the employer shall assume the responsi- 
bility for the level of benefits they have agreed that he shall assume 
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the responsibility and the risk there. Why wouldn't it be proper 
to go into that field first and eliminate those in which you have an 
incentive to keep the fund at its lowest possible cost rather than to. 
try and take in the whole field and regulate what has been estimated 
to be anywhere from 30,000 to 500,000 plans ¢ 

Mr. Seeau. Senator Allott, 1 think that I start out with a slightly 
different premise. I don’t start out with the assumption that the 
purpose of disclosure is to eliminate corruption alone or mismanage- 
ment alone. I don’t start out with the conviction that employers are 
more or less dishonest than wnion people. 

Senator Atuorr. Neither do 1, and I want to make that clear. 

Mr. Srcau. I believe that disclosure is necessary not just to mini- 
mize corruption and mismanagement, but because it is a matter of 
public interest and that the public, the employees, are entitled to the 
information as is the Government. The Securities and Exchange 
Commission requires that all corporations that are listed disclose to 
them. They don’t say that only the corporations where there have 
been evidences of abuse are the ones that should disclose, and you 
find therefore many, many, the great majority honestly managed, com- 
petently run corporations giving complete disclosure to the SEC, 
because it is a matter of public interest. As to whether there is any 
mismanagement, that is another step. I suspect that you will find 
as much waste and corruption in employer-administered plans as you 
will find in plans in which unions are involved. Personally I think 
that a lot more is being wasted in health and welfare plans than is 
being stolen or misappropriated, and I think disclosure will put every- 
body, employers and unions alike, on the road to eliminating some of 
the mismanagement and waste. 

Senator Atzorr. Well, I appreciate what you believe, but the hear- 
ings of the investigating subcommittee simply do not support your 
statement, because I know that they went into many, many hundreds 
of companies, and I am not aware—I won't say that there weren’t 
any, but in the hearings and the investigations of our subcommittee, 
abuses of employer-administered plans simply did not appear. I do 
not say there aren’t any because they may steal from themselves as 
anybody else may, but nevertheless when you have a level of benefits 
planned you have an incentive to run the plan honestly and economi- 
cally, which you don’t have under the Taft-Hartley, nor do you have 
it in all cases in a union-administered plan but those are so smail 
in number anyway that they are not significant. 

Mr. Srcan. Senator, you would be surprised, I think, to tind the 
number of sizable employers who don’t have the vaguest notion about 
their experience with their own insurance plans and with their own 
pension plans. There are many sizeable employers who don’t have 
the vaguest idea as to the percentage of premium kept by an insurance 
company or what that premium which is technically called the re- 
tention is used for. There are employers who haven't the vaguest idea 
as to the reserves accumulated in their funds for the benefit of their 
employees. While it is logical that employers should be concerned 
with keeping costs at a minimum the fact is that on the basis of 
personal accommodation or personal friendship with an insurance 
broker, agent, bank or insurance company they do sometimes over- 
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jook some factors that have a very material bearing on the question 
of cost and benefits. 

Senator Atnorr. Well, who does that hurt in a level-of-benefits plan 
if they do overlook and pay more? Does it hurt the employee? 

Mr. Sreau. Yes; it does, in my opinion. An employer may start 
out believing that he is buying the best plan of benefits for let us say 
8 cents an hour. But in fact, he might be buying those benefits for 
less. Once he is in the position where he wants to spend 8 cents an 
hour, the benefit program for his employees could be improved by 
savings in insurance costs. Therefore I think that the employees are 
being hurt when the employer doesn’t know all of the facts with 
respect to his program which could lead to savings and better benefits. 

Senator Attorr. With that I must disagree because it seems to me 
very clear that the person in that situation whose interest is hurt is 
the stockholder. 

Then you also get to this, when you confine it down to the final 
analysis, and even as well informed a man as you are in your field, 
you cannot always be sure—I am sure this is true—in the last analysis 
whether you have made absolutely the best deals or advised your 
clients on the best possible deal that they could make in a given in- 
stance? You can’t be certain of that, can you, that they have always 
purchased even with your advice the absolute last bit of benefits for 
their people that they should purchase ? 

Mr. Secav. We are as certain as all of the facts that are obtainable 
will permit us to be. 

Senator Artorr. Don’t take anything I say as a reflection on you. 
In fact, I am trying to say just the opposite, that even with a person 
of your skill you can’t always be sure that that is true, so it is a 
question of relative skill all of the way down the line in the manage- 
ment of these funds. 

Mr. Sxca. That is true. 

Senator Auvorr. I think that is all, Mr. Chairman. 

Senator Kennepy. Just one question, Mr. Segal. There is here some 
difference in the language of the two bills. One provided for account- 
ants and the other just said certified public accountants. Do you 
have any opinion as to whether certified public accountants are neces- 
sary as far as this auditing? 

Mr. Srca. I am not an accountant and so I don’t quite know all of 
the fine distinctions between an independent accountant and a certified 
public accountant. I think it has to do with State requirements and so 
on, and I think the subcommittee would probably want to confer with 
independent accountants and certified public accountants to deter- 
mine whether there is any real difference as far as disclosure and skill 
in the preparation of the report would be concerned. 

Senator Kennepy. You don’t have any opinion from your experi- 
ence as to whether one is more desirable than the other ? 

Mr. Secat. To my knowledge, all of the plans in which we are 
involved use certified public accountants. But I wouldn’t be pre- 
pared to say that an independent accountant would prepare a different 
kind of statement. I don’t know. 

Senator Kennevy. I think your testimony has been extremely help- 
ful, and I think it is very advantageous to us to have the benefit of an 
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expert + eye on this matter, especially on the questions you have 
discussed, as to which groups should report and as to which size and 
soon. I think it has been a great service and I thank you. 

Senator Purretx. I want to express my thanks, too. I think it has 
been a great help to us all. 

Senator Arntorr. Thank you, sir. 

“ee Kennepy. The subcommittee will now recess until next 
week, 

(Whereupon, at 12:25 p. m., the subcommittee recessed to recon- 
vene at the call of the chairman.) 
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THURSDAY, JUNE 6, 1957 


Unitep States SENATE, 
SUBCOMMITTEE ON WELFARE AND Pension PLANS 
LEGISLATION OF THE COMMITTEE ON LaBor AND PusLic WELFARE, 
Washington, D.C. 

The subcommittee met, pursuant to recess, at 10:05 a. m. in room 
P-63, The Capitol, Senator James E. Murray, presiding pro tempore. 

Present: Senators Murray (presiding pro tempore), Purtell, and 
Allott. 

Committee staff members present: Stewart E. McClure, chief clerk; 
John S. Forsythe, general counsel; Michael J. Bernstein, professional 
staff member; Paul J. Cotter, special counsel to Subcommittee on 
Welfare and Pension Plans Legislation. 

Senator Murray. The hearing will come to order, please. 

This hearing is on the welfare and pension plans legislation. The 
first witness this morning will be Mr. Gilbert W. Fitzhugh, on behalf 
of the American Life Convention, the Health Insurance Association 
of America and the Life Insurance Association of America. Mr. 
Fitzhugh. 


STATEMENT OF GILBERT W. FITZHUGH, ON BEHALF OF THE 
AMERICAN LIFE CONVENTION, THE HEALTH INSURANCE ASSO- 
CIATION OF AMERICA, AND THE LIFE INSURANCE ASSOCIATION 
OF AMERICA 


Mr. Firzuveu. My name is Gilbert W. Fitzhugh. Iam an actuary 
and an officer of the Metropolitan Life Insurance Co. My primary 
responsibilities are in the field of group insurance. I am appearing 
before you today on behalf of the American Life Convention, the 
Health Insurance Association of America, and the Life Insurance 
Association of America, 3 insurance associations with a combined 
membership of 407 companies. Collectively these companies have 
over 96 percent of the group life coverage in force in the United 
States, over 95 percent of the group accident and health insurance 
in force, and 99 percent of the insured pension reserves. 

Our associations have followed closely and cooperated in the in- 
vestigations and hearings of the special Senate subcommittees which 
preceded this subcommittee in the 83d and 84th Congresses. We offer 
our continuing onesie to your subcommittee in its efforts to 
devise appropriate disclosure legislation. The insurance business has 
nothing to hide. It already is one of the most extensively regulated 
of all businesses. Our operations are an open book. We make annual 
reports to 52 insurance departments in the States, Territories and the 
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District of Columbia, and are subject to examinations into all of our 
‘operations by such insurance departments. Summaries of these re- 
ports are published in the public press. 

At the outset we would like to make it clear that, as we stated in our 
appearance before your subcommittee in 1955, the insurance business 
favors appropriately drawn Federal or State legislation necessary to 
prevent misuse and diversion of the funds of employee welfare pro- 

‘rams to the detriment of beneficiaries. We would like to suggest, 
1owever, that care be exercised to avoid disclosure requirements going 
beyond the prevention of abuse and that Congress not adopt unneces- 
sary requirements which may lead to budensome and costly pro- 
cedures on the part of managers of welfare programs, the Govern- 
ment, and insurance companies, and thus increase the cost of operation 
of such programs, reduce the benefits available, or otherwise interfere 
with the healthy growth of these programs without corresponding 
public benefit. 

In order to keep the problem before us in perspective, it may be 
well to review very briefly the activities of the States in the field of 
insurance, pursuant to the policy of Congress as expressed through 
Public Law 15 of 1945. State insurance laws are particularly designed 
to preserve the financial soundness of insurance companies and to 
assure the public that the benefits promised in their policies will 
always be paid promptly, fairly, and without discrimination. With 
particular reference to group insurance, these laws specify many of 
the provisions which must appear in each insurance policy and in 
the certificates given to each employee as evidence of his insurance, 
what reserves must be maintained by the insurer to assure the financial 
soundness of the policy, how the reserves may be invested and all 
other matters relating to the safety and soundness of the insurance 
operation. Operating within the framework of these laws, insurance 
companies have an outstanding record of performance in the under- 
writing of group insurance policies over a period of more than 40 
years. 

The provision of employee welfare benefits through union-manage- 
ment employee welfare and pension funds, as distinguished from 
benefits provided through insurance policies issued directly to an 
empoyer or a union, is a comparatively recent development. There 
has been considerable progress made at the State level to bring these 
funds under supervision designed to protect the employee beneficiaries 
from misuse of their funds. The first governmental investigation of 
such programs was undertaken by the New York Insurance Depart- 
ment in 1953. In 1954 the New York insurance law was amended 
to require registration of all such funds. 

Following further investigations by the New York Insurance De- 
partment, in 1956, a detailed registration and reporting law was 
enacted in that State applicable to jointly administered funds. This 
law will apply to a large percentage of the funds in existence tooey 
mainly because so many funds, regardless of where they are located, 
have some covered employees in New York and must comply with 
New Yorklaw. The States of Connecticut and Washington also have 
laws on the subject. The National Association of Insurance Com- 
missioners has recognized the importance of this subject and has recom- 
mended a model bill for consideration by all of the States. This model 


- an Gh eh. &. ote 2 ht Se} bet 


"sa a! F 


OO OP OE SS iOS ee ee 


| 
| 


WELFARE AND PENSION PLANS LEGISLATION 145 


bill was introduced in many State legislatures this session, and there 
will undoubtedly be further legislative enactments at the State level 
juring this session or next. 

Another very recent and important development is the work being 
done by a committee of the National Association of Insurance Com- 
missioners to draft a code of ethics for insurance companies in the 
field of union-management welfare funds. The chairman of the in- 
surance commissioners’ committee on the subject has released a state- 
ment to the press regarding the progress of their committee to date. 
Among other important matters, the proposed code of ethics deals 
very specifically with the fair and equitable payment of benefits, 
limitations on the amount and procedures for the payment of com- 
missions, allowances, and fees, and reporting to policyholders. I 
have with me copies of the latest draft of this proposed code which 
the insurance commissioners’ committee has distributed to various 
organizations for their study, with a view to having a hearing before 
final adoption. This is a draft which will probably be further per- 
fected before adoption by the Commissioners. However, it is ex- 
pected that final action will be taken thereon before the end of the 
year. Copies of the draft code are attached to the copies of my 
statement. which have been provided to your committee. (See p. 153.) 

The adoption of such a code by the National Association of Insur- 
ance Commissioners will be very effective in promoting good prac- 
tices in this field and preventing a recurrence of abuse involving in- 
surance companies. 

We would like to present our views on four points which are of direct 
concern to the insurance companies and are basic to the consideration 
of disclosure legislation in connection with welfare programs: 

(1) What information insurance companies should be required to 
report. 

(2) To whom such information should be reported. 

(3) What types of welfare programs should be included in the 
scope of the proposed legislation. 

4) The inclusion of appropriate provisions designed to minimize 
overlapping reporting requirements but at the same time to make 
certain that employees are not denied the protection of applicable 
State laws. 

As to the first of our 4 main points, namely, what information 
should insurance companies be required to report, we believe that any 
information to be required from insurance companies should be 
limited to the information pertinent to the objective of avoiding mis- 
use or diversion of funds to the detriment of beneficiaries. A care- 
ful study of the cases of abuse that have been uncovered by any of 
the Federal or State investigative committees (which your subcom- 
mittee points out are a very small proportion of all cases), coupled 
with a careful consideration of the general nature of these programs, 
indicate that the abuses growing out of the insurance function, as 
distinguished from any abuses in the management of the welfare 
funds, are related to the payment of excessive commissions, allow- 
ances, and fees to third parties for their services. Insofar as insur- 
ance is concerned, this 1s the area of abuse upon which attention 
should be focused when disclosure legislation is being formulated. 

Accordingly, a legislative requirement that insurance companies 
must report all such payments, giving the names of the recipients 
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and the amounts paid, on whatever programs Congress finally deter- 
mines should come within the scope of the act, would provide all the 
information necessary to accomplish the purpose. The terms “com- 
missions, allowances, and fees” are not here used in a purely technical 
sense but are intended to include any payments of any nature made 
by an insurer in connection with the sale, servicing, or administration 
of an employee welfare program. 

In addition to commissions, allowances and fees there are certain 
other items which should be reported in order to avoid misuse or di- 
version of funds to the detriment of the beneficiaries. These include 
all other items of income and disbursement of the program. Such 
items are auditable and are in the possession of the program managers, 

On the other hand, there are certain nonauditable or actuarial items, 
such as claim reserves, contingency reserves and other so-called re- 
tentions of the insurance company which should not be reported. For 
example, claim reserves—those reserves held by insurance companies 
to cover payments yet to be made on claims already incurred—are 
matters of actuarial judgment. These amounts vary from case to case, 
depending upon the composition of the group insured and the charac- 
ter of the benefits provided, and in essence represent expert judgment 
as to insurance company liabilities actually incurred but as yet not 
realized. All these actuarial items are subject to careful review by 
state insurance departments and to be properly understood require 
considerable technical knowledge of the insurance business. An ex- 
planation of these items is available at any time to group policy- 
holders—whether the policyholders are a union, jointly administered 
trust fund or an employer. They should not be made available, cer- 
tainly not without an individualized explanation and analysis in each 
case, to others not in a position to properly evaluate their validity. 

Accordingly, we do not believe that the proposed legislation should 
require the reporting of these technical actuarial details either by the 
managers of the program or by the insurer. In fact, to avoid subse- 
quent misunderstanding of the intent of Congress, we recommend that 
the legislation itself be specific as to just what types of information 
must be reported rather than leaving it to determination by a Govern- 
ment agency under some broad delegation. 

Regarding the question of to whom the information on commissions, 
allowances, and fees should be reported, our feeling is that any such 
information to be required from insurers should be furnished by the 
insurer to the managers of the program, who in turn would be re- 
quired to report it to the designated Federal agency. We see no need 
for requiring automatic dissemination of reported information to all 
the millions of beneficiaries under these programs. However, the 
report, or an appropriate summary thereof, could be made available 
by the agency, or under regulations prescribed by it, to those having 
a direct interest who request it. Beyond this point, it would become 
an unnecessary item of expense and administrative burden. We note 
that the Secretary of Labor, in his testimony before this subcommittee, 
also recommended disclosure to beneficiaries only on request. 

It might be asked, “What is the harm in requiring the reporting 
and disclosing of this additional information involving technical ac- 
tuarial details, if the insurance companies have nothing to hide?” 
In addition to the tremendous administrative and cost burden involved 
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if all of this information were to be reported to a Government agency 
and disseminated to all beneficiaries, as well as the burden on the Gov- 
ernment agency to whom it would be reported—particularly if the 
Government agency were to do more than just file it—there is a serious 
question whether this is a reasonable requirement to make of insurance 
companies. 

Senator Auttorr. Mr. Chairman, I wonder if I could interrupt at 
that point for a question. In one of the statements made before this 
subcommittee, the chief argument of the statement which was re- 
peated several times, was in substance a repetition of this question: 
‘Why should they object to reporting if they don’t have anything to 
hide?” I wish you would address yourself—you have here in a 
manner of speaking—but I wish you would address yourself to that. 
That is an argwnent which appeals very much to the person who 
does not have the mental agility or activity to study this question, but 
it is hardly an argument which appeals to an intelligent man. What 
do you have to say about that ? 

Mr. FirzHueu. Senator, I think our position is primarily as stated 
here, and as [ am coming to. There are three problems in requiring 
reporting of technical actuarial information. 

Senator AtLorr. You are going discuss that further in your state- 
ment ‘ 

Mr. FrrzuHuen. Yes, sir. 

Senator Atxorr. All right then, if I don’t think you have answered 
it to my satisfaction I will ask another question later. 

Mr. Firzuven. I wish you would, sir. 

As already indicated, insurance companies disclose far more than 
most other businesses in their reports to State insurance departments, 
which are also available to the public. But this information does 
not deal with individual transactions, as would be the case if all de- 
tails surrounding the insurance policy were disclosed. What other 
industries are asked to disclose to all their customers, competitors, and 
all others their selling and distribution costs, reserves for deprecia- 
tion, surplus accumulations, or even profits applicable to each in- 
dividual sale, service, contract, or order? Furtherance, disclosure of 
information on individual cases, which is not necessary to prevent mis- 
use or diversion of funds to the detriment of the beneficiaries, would 
reveal data which would be of great value to persons engaging in the 
evil of “twisting” or “switching” policies from one insurer to another 
to secure higher commissions and fees, against which the subcommit- 
tee so carefully warned. Senator Douglas referred to this abuse in his 
testimony the other day. 

Senator Atntorr. May I interrupt you there, Mr. Fitzhugh, again ? 
Just for the sake of the record, to refresh everyone’s recollection, I am 
sure you recall the very vicious circumstance which occurred in the 
Laundry Workers’ case, do you not? 

Mr. Firzuucu. Yes, sir. 

Senator Atiotr. Where a person, while he was still vice president 
and still handling the group insurance for his company, and was an 
actuary to that company, met nefariously with the trustees of the 
Laundry Workers’ funds and agreed to a very complicated and 
questionable deal by which the business of the fund would be trans- 
ferred to what amounted to a dummy corporation. Do you recall 
that circumstance ? 
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Mr. Frrzuven. Yes, sir. 

Senator Axsorr. I just wanted to put that in here because it is a 
prime example of the sort of thing that can occur in these situations, 
and there are many others, are there not, of the same type! 

Mr. Frrzuvceu. Well, there are many other potential cases, and I 
am sure there have been quite a few cases. In fact, I know there 
have been quite a few cases of insurance transferred from one insurer 
to another, where at least an important element, shall we say, was the 
ability to get higher commissions from the second company. Our 
position is if you remove the inducement from the person who is try- 
mg to make the switch of the higher commissions, allowances and 
fees that the normal competition would take care of the rest. 

While you were out, sir, I mentioned that the National Association 
of Insurance Commissioners has just announced in the paper vester- 
day a code they are working on, a code of ethics for insurance com- 
panies, which, when adopted, as we expect it will be before the end of 
the year, will put very definite limitations on the amount of com- 
missions, allowances and fees of any kind or nature or inducements 
or anything that might be used by an insurance company or a broker 
to induce or twist insurance from one company to another. 

Senator Atxorr. One further question in this respect: It would 
not always be necessary in order to place insurance companies at an 
unfair disadvantage to have the illegal and unethical practices which 
existed in the Laundry Workers’ case, in order to have it stiil an 
unfair burden upon insurance companies? In other words, you don’t 
have to have the criminal side of it in order for it still to be very un- 
fair to the insurance company which is engaging ethically in this 
business ¢ 

Mr. Frrzuvern. I am not sure I understand you, sir. 

Senator Aniorr. Well, in the Laundry Workers’ case you did have 
an actual unethical and in my mind an illegal, perhaps criminal, con- 
spiracy among certain people to divert the fund. But that would not 
necessarily have to be present in order for these disclosures to work an 
unfair disadvantage to a given company? In other words, the peo- 
ple could all be completely honest and have the greatest amount of 
integrity and yet the disclosure could work a great disadvantage to 
an individual company ? 

Mr. Frrzxvueu. I think it would be a particular disadvantage where 
everybody was honest. 

Senator Atyorr. The reason I wanted to bring that out is that some- 
one might come along and say, “Well, the Senator is pointing to an 
individual case; an extreme case.” But I don’t have to point to an 
extreme case because even without the element of illegality it could 
still work a great hardship on some companies, could it not? 

Mr. Frrzxveu. It certainly could, sir, and it has where there is no 
question of illegality involved. It still has resulted in increased costs 
of these programs and as a consequence in a reduction of benefits to 
beneficiaries because of this moving business from one company to 
another and paying higher commissions, again where there has been 
no question of illegality involved. So it is a much broader question 
than that narrow one. 

Senator Auxorr. Thank you very much, sir. 

Mr. Frrzuvuen. It is our firm belief that appropriate disclosure 
legislation with regard to commissions, allowances, and fees, combined 
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with the efforts of the State insurance commissioners, like the code I 
just mentioned, will prevent abuses relating to insurance operations 
in this field. After all, the real problem that has been brought out 
in the various inve estigations is how to keep people from “having their 
hand in the till,” and this will do it. Then the normal forces of com- 
petition will come into play. 

The difficulty in the few cases that have been brought to light is that 
competition worked in reverse; in other words, the competition in 
such cases has been how to get the highest commissions and fees, rather 
than the best insurance program. Take aw ay the incentive of exces- 
sive commissions, allowances, and fees and the purchaser of the in- 
surance—whether it be a union policyholder, employer policyholder, 
or a jointly administered trust—has every normal incentive to get the 
best insurance plan available at the lowest cost consistent with etfective 
and eflicient service. And it is important to remember that lowest 
cost is not always the best cost. It is always possible to cut cost by 
marketing an inferior product. However, there are enough insurance 
companies, salesmen, consultants, and brokers in the field to see that. 
buyers w ho are honestly seeking insurance at_ a low cost will get it. 
Competition between insurance companies is keen, and competent 
and economical services are readily available to buyers. No further 
legislative mandates are necessary to accomplish the purpose. 

[ turn now to our third point, the question of the type of welfare 
program which should be required to register, report and disclose. 
Several of the bills before your committee would apply to all types 
of plans, programs, and funds. Other bills limit the scope of the 
proposed legislation in one way or another. For example, Senator 
Goldwater’s bill, S. 1813, is limited to funds set up under the pro- 
visions of the Taft- Hartley Act. This is the area where the shine 
which has been uncovered by various Federal and State investigations 
has occurred. Senator Allott’s new bill, S. 2137, takes a somewhat 
different approach. It excludes all plans of the level-of-benefits type. 
The reason for such exclusion is that, under such programs, the em- 
ployer provides for his employees a plan of definite benefits and either 
pays the entire cost or asks his employees who desire to participate 
in the plan to contribute a fixed amount monthly or weekly toward 
the cost, with the employer paying the balance, whatever it may be. 
The employees are assured of a definite level-of-benefits either at no 
contribution from them or at a predetermined, fixed contribution. 
Thus, any mismanagement or uneconomical management of the pro- 
gram would not work to the detriment of the beneficiaries either by 
reducing their benefits or increasing their cost. It would merely in- 
crease the cost to the employer. Hence, there is no incentive for the 
abuses that have been uncovered in other types of programs, such as 
those under which an employer agrees to pay a certain number of 
cents per hour, or percentage of payroll, into a fund, out of which 
benefits will be paid, by the purchase of insurance or otherwise. In 
such latter cases, obviously, any excessive expense does not increase 
the employer's cost, but reduces the amount available for benefits to 
the employees. Limiting the application of the proposed legislation, 
as provided in either 8, {813 or S. 2137, would accomplish the basic 
purpose of preventing misuse or diversion of funds to the detriment 
of beneficiaries without sweeping in the large majority of programs 
which are not susceptible of such abuse. 
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In considering the most practical way of limiting the application of 
the proposed legislation so as to cover the field that needs to be covered 
but not go beyond, we, as insurance companies, are directing ourselves 
in this statement to that area involving insurance programs. We are 
not taking any position as to the extent to which the legislation should 
apply to uninsured welfare or pension plans. 

We call your attention to the fact that the incentive to abuse in these 
programs is not related to whether the program is managed by em- 
ployers alone, unions alone, or jointly by both. The common denomi- 
nator in all cases of abuse has been the existence of an identifiable 
fund for which the income is determined in advance and the benefits 
are later determined depending on the funds available. Where there 
is no such fund, as in the case where premiums are paid directly to an 
insurance company by an employer with benefit determined in ad- 
vance, there is no fund to manage, or mismanage, or loot. Put another 
way, where there is no fund, there are no joints in the pipeline to leak. 
Of course, on the other hand, the existence of a fund does not neces- 
sarily imply mismanagement. ‘The vast majority of funds are well 
managed. 

The interest of the employee differs widely between these two types 
of welfare programs. In the operation of a level-of-benefits welfare 
plan, his only concern is that he receive the benefits which have been 
promised him, for the fixed contribution agreed upon. However, in 
the case of a cents-per-hour welfare fund, no specific benefits have 
been promised and the amount he receives will depend on how much 
money is left in the fund after the expenses and other charges against 
the fund have been paid. Hence, the employees’ benefits are directly 
and adversely affected if a fund manager diverts a portion of the fund 
to his own or other uses, whether in the form of excessive commissions 
or fees or otherwise. This situation does not exist in the operation of 
welfare plans on a level-of-benefits basis. 

Having reviewed the fundamental basis for distinguishing between 
these two types of programs, let us consider whether there is any need 
for extending the scope of any legislation that may be found necessary 
for cents-per-hour type funds to level-of-benefits type plans. 

Studies by State authorities have resulted in the conclusion that 
there is no such need. A recent report to the superintendent of insur- 
ance of the State of New York concerning welfare and pension funds 
in that State, made by Martin S. House, special counsel for the insur- 
ance department, recommended : 


For the present, it is our view that the statute should be directed toward the 
regulation of trust funds or funds so earmarked that they carry fiduciary impli- 
cations. In the level-of-benefit plans, such a fund does not exist, since the 


employer merely promises to provide benefits and not to set aside certain sums 
of money. 


Similarly, the report of a subcommittee of the National Associa- 
tion of Insurance Commissioners in May of 1956 stated : 


From the investigations, it has become apparent that the abuses to which 
additional regulatory legislation should be addressed have occurred where 
there existed a fund with payments into it determined in advance, on a basis 
such that the net amount available from the fund for providing the benefits is 
or would be directly reduced by any amounts charged, allocated, or spent for 
expenses, administration, taxes, if any, or other nonbenefit items. 

Such funds should be included in the scope of the legislation regardless of 
whether unilaterally administered by employer representatives or labor-organi- 
zation representatives or jointly 
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Accordingly, the subcommittee recommends that the legislation so define em- 
ployee-welfare funds. 

Again, the question could be raised, “Even if there is no need to 
include such plans, is there any harm in including them! What is 
there to hide?” 

Insurance companies have three principal reasons for recommend- 
ing that welfare plans on a level-of-benefits basis be treated different- 
ly from welfare funds of the cents-per-hour type. First, since the 
former plans cover more than 90 percent of all employees covered by 
all forms of welfare programs, application of the proposed legisla- 
tion to such plans would inordinately increase the paperwork in- 
volved, and the additional burden on the Government agency would 
be tremendous, without corresponding public benefit. At a time when 
economy is even more important than usual in Government opera- 
tions, why set up an agency many times larger than is really required 
to accomplish the objective of preventing abuses? 

It has been stated before this committee that there are possibly 
500,000 programs of all types in existence. Even if the number is 
reduced to 50,000 by excluding cases under some maximum size 
(which we believe is a practicable measure in any event), the ad- 
ministrative agency would be required to review the reports from the 
90 percent whose financial structure is such as to make reporting un- 
necesary in order to search out the relatively few cases in the re- 
maining 10 percent where abuses might exist. We believe such a 
dilution of the agency’s work, entirely aside from the extra expenses 
involved, could seriously impair its ability to find and investigate 
cases of actual abuse. Put another way, we suggest that more effec- 
tive results can be obtained in such a situation through the use of a 
rifle rather than a shotgun. In order to keep within practical limits 
the number of employee-welfare programs subject to reporting, the 
soundest method is to exclude level-of-benefit plans, where the bene- 
ficiaries’ rights do not need the protection of this type of legislation. 

Second, the application of unnecessary reporting and disclosure 
requirements to level-of-benefits welfare plans would result in an in- 
crease in the cost of operating such plans which is unwarranted by 
any benefit accruing to the employee beneficiaries. This extra ex- 
pense would be particularly burdensome if automatic dissemination to 
all beneficiaries were to be required. The postage alone would amount 
to well over a million dollars, and this would ‘be a small part of the 
cost of printing and paper, keeping address lists up to date, address- 
ing the envelopes, and answering questions. Other costs would be 
even greater. 

Third, any requirement that the employer’s cost of a level-of bene- 
fits plans be disclosed to other parties could switch the emphasis in 
designing employee-benefit plans from employee benefits to employer 
costs. ‘This could seriously interfere with the established procedures 
in designing such programs. As this matter is of more concern to 
employers and employees, we do not propose to go into it in any 
detail. But as insurers, we feel we do have a responsibility to point 
out that it would be unfortunate if a requirement designed to elimi- 
nate abuses in a small segment of cents-per-hour type funds should 
lead to a change in plan design which would transfer the additional 
cost of adverse claim trends from employers to employees. 
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Turning to our fourth and last main point, we believe it is of great 
importance for any legislation in this field to include two specific 
provisions relating to the activities of the several States in this field, 
One is a provision to eliminate insofar as possible, the burden and 
expense of duplicate reporting by the managers of a fund to both 
Federal and State agencies. This point is “dealt with in the last 
sentence of section 13 of S. 1122. The second is to make certain that 
employees are not denied the protection of any applicable State laws, 
This point is the subject of section 14 of S. 1122 and section 110 of 
the most recently introduced version of the Ives bill, S. 2175. 

Thank you for giving us this opportunity to present our views, 
We hope they will be helpful to you in your deliberations. 

I would like to say at the end what is obvious, I suppose. If there 
is anything we can do to help on the technical aspects of this program, 
after your committee has decided just what it wants to do, this is a 
technical business and naturally we would be glad to help. 

(A press release by the National Association of Insurance Com- 
missioners and a copy of its Code of Ethical Practices follow :) 


From: National Association of Insurance Commissioners, 160 North La Salle 
Street, Chicago, Ll. 

Hon. Joseph A. Navarre, Michigan commissioner of insurance, and chairman 
of union welfare committee, NAIC, Lansing, Mich. 

For release: Wednesday, June 5, 1957. 


WASHINGTON, June 5—A code of ethics governing the underwriting of insured 
welfare and pension funds of joint union-management and union plans is in 
process of preparation by the National Association of Insurance Commissioners 
and it is expected a report will be ready for presentation at its annual meeting 
in Atlantic City next week. At the Atlantic City meeting plans will be laid to 
give an opportunity to insurance companies, their agents and all other inter- 
ested parties to be heard. 

This was reported today by Joseph A. Navarre, Michigan’s commissioner of 
insurance and chairman of the association’s committee charged with the study 
of welfare fund practices. Mr. Navarre is also vice-president of the associa- 
tion. The committee has been working for several months on the drafting of 
a code and a tentative preliminary draft has been distributed for comment to 
associations representing the insurance companies, agents and brokers. 

“In most cases, insurance companies, agents and brokers and fund trustees 
have scrupulously respected their responsibilities in handling union welfare 
programs,” Commissioner Navarre said. “But this has not been true in every 
case. The rapid growth of these funds creates the need for a code of practices 
which will eliminate all instances of abuse and still further improve the social 
and economic usefulness of this relatively new method of providing for employee 
benefits. This code, of necessity, will not deal with abuses by uninsured wel- 
fare and pension funds.” 

Among the chief provisions to be included in the suggested code, according to 
the commissioner, are standards for the payment of commission, allowances 
and fees and the periodic reporting of fund details to the trustees. These are 
the two main areas of abuse according to all investigations made at both na- 
tional and local levels, Mr. Navarre pointed out. He further said that the 
eode, if adopted by the association, would become an adjunct to the State 
regulatory system applying to insurance. 

The present draft of the code includes a range of commission scales running 
as low as a fraction of 1 percent on larger policies. It is also specified that 
insurers may not use higher commission scales on such funds than they do on 
similar policies issued to employers. 

Another important provision is a requirement that all forms of group in- 
surance issued concurrently be considered as a single premium unit for com- 
mission purposes. This will result in lower commissions than if each form of 
group insurance were considered separately. 

It will also be established that commissions will not be paid to anyone not 
actually in the insurance business and licensed as agent or broker. 
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As for payment of fees or other allowances, none will be paid to any agent 
or broker, or any other person or firm except under carefully specified con- 
ditions and in no event in excess of reimbursement for reasonable value of the 
actual services performed. 

On the score of disclosure of fund operations, Commissioner Navarre says 
that the code proposed to the association by the committee contemplates annual 
reports by insurers to the fund trustees, covering premiums, benefits, com- 
missions, fees, dividends, and refunds, with summaries made available to the 
insured employees. 

Last year, the National Association of Insurance Commissioners adopted a 
recommendation for State legislation calling for registration and disclosure of 
the details of union-management welfare funds themselves, as distinguished 
from the insurance which may be purchased by those funds. Bills to effect this 
are already before several State legislatures. This legislation would extend 
to uninsured as well as to insured funds. 


NATIONAL ASSOCIATION OF INSURANCE COMMISSIONERS CopE OF ETHICAL PRAC- 
TICES WITH RESPECT TO THE INSURING OF THE BENEFITS OF UNION OR UNION- 
MANAGEMENT WELFARE AND PENSION FUNDS 


PREAMBLE 


The business of life insurance, annuities, and sickness and accident insurance 
is an important factor in the provision of economic security for millions of 
Americans and their families. It is an example of accomplishment on a volun- 
tary basis. It could not have attained its present degree of public acceptance 
if ethical standards of conduct had not generally been followed, and if it had 
not been motivated by a sense of public responsibility. 

One of the most effective ways of providing this economic security has long 
been through group plans providing death, sickness, accident, and pension 
benefits. While these benefits have been traditionally purchased by employers 
directly from insurers, in recent years an important new method for extending 
such benefits has been developed. This is the trusteed union-management wel- 
fare or pension fund, established by collective bargaining between labor unions 
and employers. Many of these trust funds provide their benefits through group 
insurance policies or group annuity contracts issued by insurance companies. 

This new method of providing employee and dependent benefits has raised a 
number of problems. In most instances the fund trustees have scrupulously 
respected their fiduciary responsibilities, and insurance companies, agents and 
brokers dealing with them have likewise generally conducted themselves in the 
best traditions of the insurance business in observing in both letter and spirit 
the laws of the several States. However, such has not been true in every case. 
With the rapid growth of these union-management trust funds, public interest 
points to the desirability of expressing, in the form of a code of ethical prac- 
tices, a statement of accepted good practices in the insuring of the benefits of 
trusteed union-management welfare and pension funds. 

The following code of ethical practices, adopted by the National Association 
of Insurance Commissioners, is intended to serve as a declaration of principles 
applicable to insurers, agents, brokers, and others in the proper conduct of 
insuring welfare and pension funds, and will serve to complement such existing 
State insurance laws as require that insurance benefits be reasonable in relation 
to the premiums charged, and which prohibit unfair discrimination, rebates, 
misrepresentation, misleading or deceptive acts, and other unfair trade practices 
or unfair methods of competition, as being prejudicial to the interests of policy- 
holders and beneficiaries of insured welfare and pension funds. 


SECTION 1. PAYMENT OF BENEFITS 


It is the responsibility of the insurer to pay benefits under its policies prompt- 
ly, fairly, and without discrimination, in accordance with policy terms. In- 
Surers should make periodic audits of benefit payments made on their behalf 
by fund administrators or others. The results of such audits should be avail- 
able to the trustees of the fund. 


SECTION 2. COMMISSIONS, FEES, AND OTHER ALLOWANCES 
It is recognized that the growth of group insurance has been due in large 
measure to the insurance agency system, and that insurance agents and brokers 
W947 —5T 11 
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ought to be fairly compensated for their services in the promotion of group 
insurance plans. However, excessive commissions, fees, and other allowances 
tend to reduce the level of benefits payable under group policies to beneficiaries 
of welfare and pension funds. Consequently, it is in the best interests of the 
public, of the beneficiaries of such funds, and of the insurance business as a 
whole, that commissions, fees, and other allowances to insurance agents and 
brokers, and to any other person, firm, or corporation be reasonable and not 
excessive. 


A. Definitions 


“Commissions” for the purpose of this code shall include all compensation of 
whatever nature, and by whatever name, payable by an insurer to an insurance 
agent or broker, compensated primarily on a commission basis. 

“Fees and other allowances” for the purpose of this code shall include a@d- 
ministration fees, service fees, or any other payment of a similar character 
payable by an insurer to an insurance agent or broker, or to any other person, 
firm, or corporation. 

“Insurer” for the purpose of this code shall include any insurance company, 
nonprofit hospital and/or medical and/or dental indemnity or service corporation, 
and any other organization licensed by any State te provide insurance benefits. 

“Welfare and pension plan or fund” for the purpose of this code shall mean 
any program providing life insurance, accidental death or dismemberment, cash 
disability, hospital, surgical, medical, dental, or pension benefits to the members 
(and/or their dependents) of a collective bargaining unit under a policy or 
policies issued to the trustees of a union or a union-management welfare fund, 
or to a union as policyholder as a direct result of a collective-bargaining agree- 
ment. 


B. Commission scales 


(1) One of the fundamental characteristics of group-insurance policies is the 
economy of operation inherent in providing insurance and pension benefits to 
large numbers of persons under one master contract. The decremental com- 
mission scale, widely accepted and used in the group business from its inception, 
recognizes this characteristic of economy because of size by providing for de- 
creases in the rates of commission a sthe size of the premium increases. Re- 
newal commission rates, which are considerably lower than first-year rates, also 
decrease will increase in premium volume. 

The table below illustrates on the basis of the effective rate for the indicated 
premium volume a generally accepted range of commission rates, first-year and 
renewal averaged over a 10-year commission paying period, to insurance agents 
and brokers, derived from schedules currently in use on group life and group 
accident and sickness policies, which are considered to be reasonable and not 
excessive. 


Commission range '—Effee- 
tive rates for indicated 
Annual premium volume premium volume 


From— To— 


Percent Percent 
$20,000_- 2.4 
$30,000 : 
$50,000 
$100,000 
$150,000 
$250,000_. - 
$500,000 
$1,000,000 
$2,500,000 
$5,000,000 
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1 On an annual premium volume of less than $20,000, the range of effective commission rates would be 
somewhat higher than the largest indicated above and, on an annual premium volume of more 
than $5,000,000, the range of effective commission rates should be somewhat less than the lowest indicated 
above. 


Note.—The particular commission scale paid should not be taken as the sole indication of the ultimate 
net cost of insurance to the buyer, since such est is affected by many factors, only one of which is the in- 
surer’s acquisition expense. Acquisition expense itself includes factors in addition to the commission 
scales set forth above. 
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(2) Any commission rate schedule used by an insurer for welfare funds is 
considered unreasonable and excessive if (@) it provides for the payment of 
commissions in excess of the range shown in the preceding table, or more than 
would have been paid under the insurer’s commission schedule applicable to a 
similar group policy of like premium volume issued to an employer whichever is 
less or (0) the schedule is not uniformly used as the maximum for all welfare 
funds. An insurer may provide in such commission schedule that a portion of 
its total commissions, in accordance with a predetermined scale established for 
the purpose, is to be considered as the basic selling commissions, with the 
palance available for compensation for other services of the insurance agent or 
proker, such as assistance in designing, installing, or servicing the welfare and 
pension program. 

(3) Where two or more forms of group insurance are issued, concurrently or 
within 6 months from the issuance of any one of such forms of coverage, by 
an insurer to a welfare fund, the premiums for all the insurance coverages, 
whether under one or more policies, should be combined in determining the 
total commissions payable; and where two or more welfare funds are combined 
through a master or administrative trust or otherwise, they should be similarly 
considered as one fund for commission purposes. 

(4) Any increase in premium resulting at any time from normal additions to 
the group of insured persons (e. g., from additions resulting from the insuring 
of new employees of participating employers, from a reduction in the eligibility 
requirements of the plan, from the inclusion of employees of a new participating 
employer in the plan unless under the collective bargaining agreement partici- 
pation in the plan is optional with the employer, from salary increases, etc.) 
should be treated for commission purposes as part of the existing premium and 
not as a separate new premium. 

(5) Where an existing policy is extended to insure a new classification of 
employees (e. g., where the plan is expanded beyond its original scope to include 
members of an additional union local, or employees of the employer members 
of an additional trade association, or additional classes of members within 
locals already participating, or additional classes of employees of employers al- 
ready participating), or where the existing policy is revised to increase the sched- 
ule of insurance on those already insured, or where a new form of insurance is 
added, the resulting additional premium should be treated for commission pur- 
poses as part of the existing premium and not as a separate new premium, un- 
less such extension or revision occurs at least 6 months after the original is- 
suance of the group policy and of the latest separate new premium, in which 
case the commissions payable with respect to the additional premium should be 
not more than the amounts determined by applying the insurer’s commission 
scale to the additional premium as if there had been no previous insurance. 

(6) In lieu of its normal decremental commission schedule, providing for 
higher first-year commissions and lower renewal commissions, an insurer may 
use averaged decremental commission rates, applicable to both the first and 
renewal policy years, if such rates are the approximate mathematical equivalent 
of its normal schedule when applied to a uniform amount of premium. 

(7) Under no circumstances should the scale of commissions be contingent 
on the claim rate under the group policy. 

(8) While in some circumstances the transfer of group insurance from one 
insurer may be of advantage to a welfare or pension fund, it results in dupli- 
cate acquisition costs. Accordingly, in cases of proposed transfer, the new in- 
surer should disclose directly to the prospective policyholder the amount of any 
commissions, fees, and other allowances to be paid. Commission rates for the 
first and subsequent policy years should in all cases of transfer be payable only 
on a basis which averages the rates over the entire commission-paying period, 
and the total commissions payable over such commission-paying period should 
be not more than those which would be payable by the new insurer were there 
no prior insurance. 

(9) Commissions should not be paid to any person, firm, or corporation not 
actually in the business of selling insurance, or not a licensed agent or broker 
at the time the sale was negotiated. 


C. Fees and other allowances 


(1) An insurer shall not make any payment of fees or allowances of what- 
ever nature, and by whatever name, to an insurance agent or broker, or to any 
other person, firm, or corporation in connection wtih the sale, service or adminis- 
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tration of a group policy issued to a welfare or pension fund, other than com- 
missions to an insurance agent or broker as heretofore described, except in re 
imbursement for the reasonable value of one or more of the following services 
performed on behalf of the insurer. 

(a) Issuing certificates. 

(6) Maintaining employee records. 

(c) Billing premiums. 

(d) Processing claims. 

In no event shall any payment for such services (a) exceed the amount that 
would have been credited to the policyholder in the insurer’s dividend, experi- 
ence-rating, or premium-rate formula for the performance of the same services, 
or (b) be made to an insurance agent or broker, or any other person, firm, or 
corporation which does not maintain an organization equipped to furnish such 
services. 

(2) An insurer shall not make any payment of fees or allowances of whatever 
nature, and by whatever name, to a policyholder, whether for doing work some 
times performed by an insurer or otherwise, except as part of a refund or 
dividend under the operation of the insurer’s regular dividend or experience 
rating formula. 

(3) Where other administrative work involving normal policyholder func- 
tions is paid for by the insurer, an identifiable charge in addition to the pre 
mium, properly labeled, for the reasonable value of the services performed 
should be made to the fund for such work. If the insurer engages a third party 
to perform such work, it shall maintain control and responsibility for its proper 
performance, and the amount of the fee or allowance paid therefor shall be 
reasonable in relation to the services rendered and shall be consistent with the 
charge made by the insurer to the fund. 


D. Filings 


Whenever there may be particular circumstances under which an insurer be 
lieves that payments of commissions, fees, or other allowances on a group policy, 
other than those conforming with this code, are justifiable and should be paid, 
it should promptly furnish a complete explanation of the reasons therefor to the 
insurance supervisory official of the State in which the group insurance policy 
is delivered, and such explanation also shall be available on request to the in- 
surance supervisory official of any State in which certificates under such policy 
are outstanding. This subsection is not applicable in the case of any State 
which by law, regulation, or ruling requires filing of all schedules of commis- 
sions, fees, or other allowances on group policies. 


E. Disclosure to policyholder 


An insurer shall, upon request, disclose to a policyholder or prospective 
policyholder the commissions, fees, or other allowances paid or to be paid, and 
when doing so should furnish additionally a copy of this Code of Ethical 
Practices. 


F. General agents and other representatives 


The common practice among insurers of paying salaries, providing other 
benefits, and making payments in the nature of an overriding commission to 
general agents and full-time home office representatives of the insurer who 
regularly design, install, or service the welfare and pension plan, or who regu- 
larly assist insurance agents and brokers in selling, is a recognized method of 
meeting overhead sales and service expense of the insurer and, therefore, is not 
intended to be affected by the preceding susbections B and E: Provided, however, 
That any such overriding commissions to a general agent shall be determined on 
scales not higher than those applicable to group policies issued to employers, 
and if the group business obtained personally by a general agent in any calendar 
year exceeds one-half of the total business in his agency the overriding com- 
mission otherwise payable to him shall be reduced by one-fifth for each one 
tenth or fraction thereof of such total business by which such business per- 
sonally obtained exceeds one-half of such total business: And provided further, 
That the payment of any overriding commission is not used as a device for 
evading the intent of this code. 


SECTION 3. RELATIONSHIP BETWEEN THE TRUSTEES AND THE INSURER 


An insurer shall tindertake to avoid any action which constitutes a condona- 
tion of conduct on the part of a trustee or any other person occupying a 





ars 


ee52art? 


WELFARE AND PENSION PLANS LEGISLATION 157 


fiduciary position with respect to a welfare or pension fund which would con- 
stitute an evident breach of trust, or an evident failure to discharge faithfully 
the obligations which his fiduciary position imposes upon him. 


SECTION 4. IMPROPER INDUCEMENTS 


In the acquisition of new business and in efforts to keep such business in 
force, insurers, insurance agents and brokers, and their representatives should 
adhere to those practices in their dealings with the persons connected with or 
exercising responsibility for the affairs of any welfare or pension fund (e. g. 
trustees, unions, employers or employees, or representatives of any of them) 
as will avoid undue or improper inducement, and shall refrain from offering or 
making any inducements in the form of gifts, loans, or payments, directly or 
indirectly, and all lavish entertainment. 


SECTION 5. COST PRESENTATIONS 


It is in the best interests of the beneficiaries of welfare and pension plans 
and contributing employers and participating union locals, as well as in the 
best interests of the insurance business, that incomplete or misleading com- 
parisons and projections of costs be avoided. Undue emphasis on low cost may 
prejudice the proper consideration of those features which can be more lasting 
and meaningful, such as the responsibility and stability of the insurer and its 
ability to provide services affecting the successful operation of the plan. In 
fact, relative costs tend to vary from year to year. Projections which presume 
to predict costs over a long period of years may have no real significance, and 
may instead create misleading impressions as to guaranties. 

Since the cost of a proposed plan is affected by dividends or experience-rating 
credits as well as by the initial gross premium rate, an estimated net-cost 
presentation is often made. Such presentations should be clearly stated, and 
unless based upon a rating formula contractually guaranteed by the insurer, 


should set forth the limitations inherent therein and the assumptions upon which 
the presentation is based. 


SECTION 6. BENEFIT DESCRIPTIONS 


Employee booklets or other literature intended to be explanatory of an in- 
sured welfare or pension plan should fairly and clearly describe the benefits 
and principal provisions and limitations of the plan. 


SECTION 7. ACCOUNTING 


An insurer insuring a welfare or pension fund should at the end of each 
policy year furnish an accounting statement to the policyholder. Such state- 
ment should include at least the following items, shown separately : 

1. Premiums received. 

2. Benefit payments. 

3. Commissions, fees, and other allowances paid. 


4. Dividends, experience-rating refunds, or contractual returns of premium 
paid to the plan. 


5. Resulting balance. 

Insurers should encourage the trustees of each welfare or pension fund also 
to render a report of the operations of the fund, not less frequently than an- 
hnually, to persons have a bonda fide interest in the plan, and should, to the 
fullest extent practicable, cooperate with the trustees in the preparation of such 
a report. 


Senator Murray. Thank you, Mr. Fitzhugh. 

Are there any other questions of the witness ? 

Senator Atvorr. Mr. Fitzhugh, could you give us a few minutes 
more of your time? I want first of all to congratulate you on what 
I think is the clearest and most objective statement we have had on 
this matter before the subcommittee, and I would like to discuss very 
briefly with you several things that you mention in your statement. 

Since there will be a lot of Bop reading these reports and reading 
this testimony who are not technical people, and I have found in 
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hundreds of discussions that I have had a hard time making people 
understand the term “level-of-benefits,” I would like to discuss this 
particular matter with you so that the record will be complete not 
only on what a level-of- benefits plan is but also what the implic ations 
of it are, although you have discussed that extremely well in your 
statement. 

Now, first of all, referring to your statement, would you say that a 
level-of-benefits plan, may be one which is financed completely by the 
employer or it may be also financed by contributions from the union, 
together with contributions from the employer; is that correct? 

Mr. Firzuven. Financed together with contributions from the 
employer? 

Senator Attorr. Let’s start all over again. A level-of-benefits plan 
is one which can be completely financed by the employer ? 

Mr. Frrznven. Yes, sir. 

Senator Auiorr. In other wor ds, it can be completely unilaterally 
financed ? 

Mr. Frrzuven. Yes, sir. 

Senator Anxorr. Or the other form it may take is that the union 
or the employees may also contribute to this type of plan ? 

Mr. Firznven. Yes, sir; the employees, not the union, really. 

Senator Attorr. The employees; yes. And in such event the em- 
ployees contribute a specified amount and alw: ays a fixed amount; 
1s that correct ? 

Mr. Firzucven. That is correct; under a level-of-benefits plan; yes, 
sir. 

Senator Atrorr. I am going to confine myself to a discussion of the 
level-of-benefits plan. Therefore, to put it right down in plain Eng- 
lish, the individual employee under a level- -of-benefits plan would 
contribute, for example, a specified percentage and a fixed percentage 
or a fixed amount per hour of his salary ? 

Mr. Firzuvucn. Yes. Usually fixed ; yes, sir. 

Senator Atuorr. Well, is there any insurance that you know of 
when it would not be fixed ? 

Mr. Frrznvcu. No; I meant using a fixed amount rather than a 
fixed percentage. That is what I meant. 

Senator AtLorr. But it could also be a fixed percentage itself? 

Mr. Firzuucn. Yes, sir. 

Senator Atrorr. But in any instance it is always a fixed amount? 

Mr. Frrzuvucu. Yes. 

Senator Attorr. Therefore in a level-of-benefits plan the amount 
which the employee contributes is always fixed and ascertainable and 
ascertained by virtue of an agreement either actual or acquiesced in 
by the parties? 

Mr. Firznven. Yes, sir. 

Senator Attorr. And in each instance the employee always knows 
exactly what that plan is going to cost him? 

Mr. Firzuvcn. Yes, sir. 

Senator Atiorr. Now, to take the other side of it, the employer 
does not always know what the plan is going to cost him ? 

Mr. Firzuvucu. That is right. 

Senator At.orr. He agrees to provide, we will say, benefits of A, B, 
C, and D, which include life insurance, disability, sickness and per- 
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haps hospital, and perhaps others, but he agrees to provide indi- 
yidual specific benefits to the employee regardless of the cost to him. 

Mr. Firzuven. Yes, sir. 

Senator Attorr. Therefore no matter what happens, if, for exam- 
ple, the company found itself in a very precarious type of operation 
which greatly increased its losses under an experience table, no mat- 
ter W hat happens the loss would not fall on the employee ? 

Mr. Firzuvuen. Yes, sir; you are correct there. 

Senator Anrorr. It w ould always fall on the employer? 

Mr. Firzuvuen. Yes, sir. 

Senator Auiiorr. And conversely, if through the installation of 
safety devices and other precautionary measures the experience table 
can be changed in a favorable light, the employer is the one who 
can effect sav ‘ings ! 

Mr. Frrazuven. Yes, sir. 

Senator Atuorr. So that in all instances whether the experience is 
good or bad the employer is the one who bears the expense 4 

Mr. Firzuvcen. Yes, sir. 

Senator Atxorr. And he assumes in such insurance and in this type 
of insurance all responsibility for the administration of it ? 

Mr. Firzuvuen. Yes, sir. 

Senator Attorr. Or generally all? 

Mr. Firzuucu. Yes, sir. 

Senator Axtorr. I believe we have testimony before the investigat- 
ing subcommittee that in 13 types that the subcommittee ran across 
the employee acting through his union was consulted with respect to 
the selection of the insurer. So that in this type of plan, if the em- 

loyer does not operate it satisfactorily, it is the stockholders who 
ose ? 

Mr. Frrzuvucu. That is right, sir. 

Senator Attorr. May I substitute the word “efficiently” rather than 
“satisfactorily”? And his stockholder loses as he operates inefficiently ? 

Mr. FrrznHuen. Yes, sir. 

Senator Autorr. If he should turn out to have a bad employee, a 
dishonest employee, the rights of the workmen would still not be im- 
periled or hurt because the employer would still have to bear the 
expense of that manager’s inefficiency or dishonesty, is that correct? 

Mr. Frrzuvuacn. Yes, sir. 

Senator A.torr. So that as a result, and I want to bring this up 
finally, that as a result of anything that might happen in the opera- 
tion of this fund the rights of the ‘employ ee are not affected ? 

Mr. FirznHvucGn. Correct. 

Senator Arrorr. But the employer’s cost may be affected greatly 
by the manner in which the fund is operated ? 

Mr. Frrzuvau. Yes, sir. 

Senator ALuorr. Now, I would like to emphasize this point. This 
is not a splitting off or a differentiation between an employer-type 
administered plan and an employee-type administered plan? I mean, 
it isn’t a splitting upon that basis? 

Mr. Firznvucu. No, sir. 

Senator Atrorr. May I ask this question? If a bill of a similar 
pee to the Allott bill here were adopted, do you know, Mr. Fitz- 

ugh, whether or not it would actually cut across the various plans 
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that some corporations have so that they would have to report for part 
of their plans but not for others ? 

Mr. FirzyuaGu. Yes, it certainly would, sir. I can think of several, 

Senator Atxorr. So in no sense is this ranking the employers against 
the employees ? 

Mr. Frrzuvucu. No, sir; by no means. 

Senator Atxorr. Now, one other point, and going back before my 
last question: In the event of a level-of-benefits plan being ineff- 
ciently managed by the employer you have stated that it would in no 
event affect the benefits which the employee received. 

Mr. Frrzuven. Yes, sir. 

Senator Atxorr. Now, as opposed to that, where you have a fixed 
contribution by the employee and the employer to a fund, the result 
of mismanagement is a diminution of the benefits which the employee 


receives and that must always be the direct result of such mismanage- 
ment / 


Mr. Frrzuvuen. Yes, sir. 

Senator Axvorr. Referring again to the Laundry Workers’ case, 
but this could be borne out by 50 cases which we have had before us, 
I think you will recall that over a period of less than 3 years more 
than $3 million was paid in through the various locals to the board of 
trustees of the Laundry Workers’ International Fund. Do you recall 
those general figures? 

Mr. FrrzHucu. Generally; yes, sir. 

Senator Atxorr. And I think you will also recall that Louis Saper- 
stein and Eugene C. James, the treasurer of the Chicago local, and 
also the treasurer of the Laundry Workers’ International Union, be- 
tween them made off with over a million dollars. I think you will re- 
call that that testimony was given at these hearings. 

Mr. Firznucn. I don’t know what the legal situation is, sir. I will 
say I recall that testimony ; yes, sir. 

Senator Axxorr. So that in that actual situation what actually 
happened was not just alone that these people looted the fund of over 
a million dollars, but what actually happened was that the employees 
were deprived of at least a third of the protection to which they were 
entitled under their agreements, weren’t they? In other words, if 
you have $3 million in premiums paid and somebody loots over a 
million dollars out of it, you have lost at least a third of the protection 
to which an employee is entitled ? 

Mr. Firznven. Yes, sir. 

Senator Atiorr. And I think you will admit the primary duty of 
this committee is to see that these funds are kept intact and honestly 
administered so that the employee is not robbed, and I might say 
with respect to the laundry workers they are without doubt one of the 
lowest paid industries in the United States, are they not? 

Mr. Frrzuvucn. That is my understanding, sir. Yes, sir. 

Senator Attorr. Now, I want to compliment you on the way you 
have handled one question. In your statement you say: 


We call your attention to the fact that the incentive to abuse in these programs 
is not related to whether the program is managed by employers alone, unions 
alone, or jointly by both. The common denominator in all cases of abuse has 
been the existence of an identifiable fund for which the income is determined in 
advance and the benefits are later determined depending on the funds available. 
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So, therefore, if you do have a level-of-benefits plan the opportunity 
for abuse w hich you have outlined here simply does not exist, does it? 

Mr. Frrznuen. That is the point; yes, sir. 

Senator A.iorr. Or at least it is reduced almost to the bare 
minimum / 

Mr. Firznven. Yes, sir. 

Senator Atuorr. Now, I have already touched on this, but in these 
types of funds not upon a level-of-benefits the one inescapable con- 
clusion and the one inescapable result is where you have mismanage- 
ment or looting or embezzlement the employee suffers by losses of bene- 
fits which those funds should have purchased for him. Is that not 
correct ¢ 

Mr. Frrzuven. Yes, sir. 

Senator Atiorr. And where you have a level-of-benefits plan that 
simply does not exist because he has what he has bargained for 
established before he puts up his money if it is a contributary fund. 

Mr. Frrzuven. Yes, sir. 

Senator Atiorr. Now, referring to the last portion of your state- 
ment, I like your statement that what we should use here is a rifle 
rather than a shotgun. Mr. Fitzhugh, within your own experience 
in this field, which is very great, assuming that. this Congress ap- 
proached this on a gr adual approach rather than on a shotgun 
approach, is there any reason that you know of why it would not be 
possible for Congress ‘later to include more funds for registration, re- 
porting and disc Josure as the need for registration, reporting and dis- 
closure was demonstrated by experience ? 

Mr. Firzuven. I would think, sir, that that would be a very prac- 
tical way of going about it, instead of biting off this whole lump and 
trying to swallow it all at once and getting indigestion. Go at the 
areas where the abuses have been located and try to tackle that one 
and then if you find you have got that one under control and there 
is something else that needs doing move on to the next one. In other 
words, walk before we run. 

Senator Attorr. Now, in the case of these funds have you made 
any calculations or had any made for you, of the number of employees 
or costs it would require of the Federal Government to establish such 
an agency / 

Mr. Firzuvucn. I wouldn’t profess to be an expert on that subject, 
Senator, but I have read the testimony of the Secretary of Labor and 
Mr. Orrick, of the Securities and Exchange Commission, and if I 
recall Mr. Orrick’s statement correctly it is something like a million 
and a third dollars on the assumption that they would only spot check 
these reports that come in, that they would just pick out 1 in 10 or 
some such thing, and he stated that if the agency were to analyze 
each one the cost would be many times a million three hundred thou- 
sand dollars. Just as a layman’s opinion, who has something to do 
with administeri ing a large number of plans, I would say that it would 
be several times that, that his estimate that it would be several times 
that would be about right. 

Senator At.orr. Well, the theory is, of course, that the mere re- 
porting and the shedding of some light upon this would be of some 
assistance, and I don’t think any of us will argue that point, but if 
the powers which the Douglas bill apparently contempl: ates were im- 
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posed in this field, is it your opinion, that it would cost considerably 
more than Mr. Orrick estimated 4 

Mr. Firzuveu. If they were to really do something with the in- 
formation they got and not just file it. As I say, I am not an expert 
in Government operations, but in my personal opinion it would cost 
many times more than a million three hundred thousand dollars. 

Senator Atxorr. Thank you, Mr. Fitzhugh. I want to compliment 
you on your objective analysis of this situation. I think your testi- 
mony before this subcommittee has been of immense help in bringing 
it into focus. I may say this in conclusion, that a year ago, even as 
short a time as a year ago, those of us who had c: :rried on these hear- 
ings for such a long period of time, chairmaned by Senator Douglas 
and before that by Senator Ives, could hardly arouse any enthusiasm 
for getting any legislation in this field, whic h is borne out by the fact 
that we don’t have any legislation. The recent disclosures of the Me- 
Clellan committee with respect to a well-known labor leader have so 
pitched up the public fervor and fever that I am afraid what we are 
going to do or what there may be a tendency to do is take a shotgun 
approach to this thing when if we just zeroed in with a good rifle we 
could probably get the job done. 

Thank you, Mr. Chairman. 

Senator Murray. Thank you, Mr. Fitzhugh. I wish to join my 
colleague from Colorado in complimenting you on your very able 
statement. 

Mr. Frrzuuecu. Thank you, sir. 

Senator Purrertt. This National Association of Insurance Com- 
missioners’ code of ethical practices with respect to the insuring of 
the benefits of union or union-management welfare and pension funds 
is to be acted upon before the end of this year, is that correct ? 

Mr. Firznueu. Yes, sir, the insurance commissioners have their 
semiannual meeting next week, at which time they intend to present 
this for further discussion. In the release, if you get an opportunity 
to read it, you will find they want to have public heari ings on it because 
obviously a lot of people are interested in it; the brokers and under- 
writers should have an oppor tunity to be heard, so they hope to have 
final action on it at their next semiannual meeting in December. (See 
p- 152.) 

Senator Purrety. In December ? 

Mr. FirznHuen. Yes, sir. 

Senator Purrety. I have no other questions. 

Senator AtLorr. May I ask one question? I don’t wish to assume 
the prerogative of the chairman. Are you through, sir? I mean, 
before we close. 

Senator Murray. You may proceed. 

Senator Atiorr. Mr. Fitzhugh, one other question, and I am re- 
ferring specifically to the hearings before the Subcommittee on Wel- 
fare and Pension Funds of the Senate Commitee on Labor and Public 
Welfare, part 1, of March 21, 22, and 23 of 1955, on page 119, in which 
I am quoting from the testimony at that time. If my recollection 
serves me correctly, you were present. The testimony of Mr. David 
J. McDonald, of the United Steel Workers of America, and that was 
given by Bernard Greenberg, representing their insurance and pension 
department. I believe you were present at that time. 
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Mr. Firznvuaeu. Yes, sir. a 

Senator Atxtorr. At this time he said, and this is the president of 
one of the largest unions in the United States: 

One of the fundamental principles to which the United Steel Workers has 
adhered in the negotiation of insurance and pension agreements has been that of 
employer responsibility for administration. If the employer is committeed to 
eontribute a specific number of cents per hour for insurance, for example, his 
contributions, along with those of employees, are made to a fund managed by 
the employer for the sole benefit of the employees in accordance with the terms 
of the insurance agrements. 

Senator Ives. You like that system better than the dual system? 

Mr. GReENbERG. Yes, sir. We very definitely do. As I think I will describe 
in a few minutes, I think we have had excellent results with it. 

Now, skipping over 2 or 3 pages from the statement of the same 
person, on page 125, in which he said: 

Cost of administration of insurance fund. More than 5 years of experience 
with the operation of the pension and insurance programs on a very wide scale 
in our industries convinces me that the administrative paterns developed have 
been extremely effective. We do not believe that any other conceivable arrange- 
ment for the administration of our agreements could have produced as low an 
operating cost as we have experinced. 

Do you see after 2 years of further experience any reason to modify 
your opinion as to the staements made by Mr. McDonald at that time? 

Mr. Frrzmvucn. Of course, those are Mr. McDonald’s statements, 
but as to my concurrence in that statement I have seen nothing in the 
last 2 years to change the complete assurance I had at that time that 
the way the Steel Workers’ plans are operated has been of the highest 
order. In other words, when you get to say it is better than any other 
method, then you begin to step on other people’s toes, but I can say 
without fear of contradiction 

Senator Atrorr. That is his statement, not yours. 

Mr. Firzuvuen. I can say without fear of contradiction, I am sure, 
that the Steel Workers’ plans have been very efficiently administered. 
There has been no question at any time of any abuses, mismanagement 
or inefficiency. Between them they have done a wonderful job. 

Senator Atxorr. You don’t blame him for being proud of the way 
in which his fund has been administered ? 

Mr. Firznuan. No, sir. 

Senator Attorr. Thank you very much. 

Senator Murray. Thank you, gentlemen. 

The next witness this morning will be Mr. Carman G. Blough, 


director of research of the American Institute of Certified Public 
Accountants. 


STATEMENT OF CARMAN G, BLOUGH, RESEARCH DIRECTOR, AMERI- 
CAN INSTITUTE OF CERTIFIED PUBLIC ACCOUNTANTS 


Mr. Brovucn. My name is Carman G. Blough. I am the director 
of research of the American Institute of Certified Public Accountants, 
until recently the American Institute of Accountants, which is the na- 
tional association of CPA’s, with a membership of approximately 
30,000. As you undoubtedly know, a certified public accountant has 
met the education and experience requirements of his State and 
passed a rigid examination which is uniform among all of the States. 
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The primary interests of the institute are in the area of the work of 
independent professional certified public accountants, with major 
emphasis on accounting principles and procedures, auditing, income 
taxation, and advice on matters in which accounting training and 
experience give them special aptitudes. 

My appearance here today is in response to an invitation from your 
chairman, following an offer by our association to be of any help we 
could with respect to the preparation of the legislation contemplated 
by these bills insofar as matters affecting accounting and auditing 
are concerned. We do not wish to make any recommendation as to 
whether an act of this kind should or should not be passed, or as to 
who should administer it if it is passed. 

As professional accountants, our views are naturally rooted in the 
belief that every person who accepts the stewardship of funds has a 
responsibility to the owners or beneficiaries of such funds to account 
fully for them. We also believe that anyone who handles the funds 
of others is entitled to have a professional audit for the protection of 
his own good name, and that those whose funds he handles are en- 
titled to an auditor’s report for assurance that the accounts are pre- 
sented in a fair and proper manner. Nevertheless, we realize that 
any urging of our views may easily be interpreted as self-serving. 
Accordingly, we do not wish to take any position with respect to the 
desirability of the inclusion or exclusion of requirements for the 
filing of any particular type of information if the Congress should 
decide to require the trustees of funds of this kind to register and 
report. 

Our sole reason for offering our services is our desire to assist in 
any way that we can to the end that any legislation that calls for the 
filing of financial information will be so worded as to produce the 
kind of information which the Congress has in mind. 

It is important to know that, while many kinds of financial data 
can be audited, there are some ‘kinds which do not lend themselves 
to verification without going to unreasonable lengths. 

For example, S. 1122 requires that the auditor “certify” as to the 

“number of employees covered.” In many situations, the auditor 
could not satisfy himself as to the accuracy of such information by 
examining the accounts of the fund. Only the payroll records of the 
employer would give audit verification of that information. The bill 
also asks for certification of the “reserves of the plan or fund.” The 
auditor can satisfy himself that the reserves re po rted have actually 
been set up, but, if the plan calls for amounts sufficient to provide for 
given retirement payments to all employees meeting certain require- 
ments, an auditor may have to rely upon an actuary’s ; determination of 
the amounts which should be in the reserves, which, in turn, would be 
based upon information furnished by the einployver. In such cases, 
as in the case of the audits of insurance companies, the auditor may 
have to rely on the report of the actuary and possibly would have to 
qualify his own opinion to that extent. I am not informed as to how 
many of the plans that would be affected by this legislation might 
involve these actuarial problems, but I should think this would be an 
important fact in considering what should be required. 

These particular examples ‘have not been mentioned because of their 
own significance, but to illustrate the fact that some financial data 











WELFARE AND PENSION PLANS LEGISLATION 165 


may not be auditable by following the accepted standards for audit- 
ing, and to emphasize the desirability of having a well-qualified cer- 
tified public accountant review with your staff any proposed wording 
of statute calling for financial data and specifying what part of it 
should be certified. 

Incidentally, I would like to emphasize the fact that the term “cer- 
tify” is a misnomer when it is applied to the act of reporting by a 
professional auditor. We express our opinion that financial state- 
ments, for example, fairly present the condition of a business and 
the results of its operations. This has been called an auditor’s cer- 
tificate for so long that, no matter how hard we try, we cannot get rid 
of the term. Accordingly, we try to make it clear that what is called 
an auditor’s “certificate” is an expression of a professional opinion 
and not a certificate such as that of a weighmaster as to the weight of 
a load, or a public official as to filing of a document, and similar at- 
testations as to the truth of some fact. We reach our opinions through 
orderly professional procedures and the application of informed judg- 
ments. With respect to many matters included in financial state- 
ments, however, there is no absolute verification. On the basis of the 
system of accounting in use and the extent of the internal control in 
effect, we make such tests as we consider necessary to reach a conclu- 
sion as to whether the financial information reported in the statements 
is fairly presented in all material respects. We do not verify every 
item. ‘To do so would often be impossible and usually prohibitively 
expensive. 

One of the concerns of our profession is the tendency of some people 
to assume that the solvency of a fund or its proper administration is 
assured if the accounts are audited by an independent certified public 
accountant. While we jealously cherish our reputation for inde- 
pendence, integrity, competence, and responsibility, we want to em- 
phasize that auditors are not supermen. We have no crystal balls, 
and our function as auditors is not that of supplanting the judgment 
or jurisdiction of those responsible for the management of a financial 
activity but consists of reporting upon the fairness of the financial 
statements reflecting the results of their actions. 

Let me illustrate some of the limitations of an audit with a few 
specific examples. I understand that one of the evils that has been 
disclosed in some situations is that trustees of funds have taken kick- 
backs from persons with whom the funds have done business. No 
audit of a fund would be likely to disclose such a kickback. The au- 
ditor will usually be able to satisfy himself as to the persons or com- 
panies to whom payments from the fund were made. Such payments 
are usually supported by vouchers approved by the trustees or some- 
one authorized by them to do so and by canceled checks. However, 
that will not prove that the services were worth what was paid for 
them or that those receiving the money did not later kick some of it 
back to one or more of the trustees or employees of the fund. No 
auditor can undertake to detect such kickbacks. It would be most 
unusual if he did detect them. 

Another example would be where the trustees have invested funds 
in projects which were unwisely or even fraudulently conceived. The 
auditor can examine evidence and satisfy himself within reasonable 
limits that the funds purported to have been invested in such a project 
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were so invested. Often he may also be able to determine, within 
reasonable limits, whether the investments are currently worth ag 
much as they cost. He cannot determine whether the trustee was un- 
duly influenced in making the investment originally or whether he 
received some personal conpensation on the outside for having made 
that investment. Neither can the auditor prevent the making of any 
such investments or make up the losses to the fund that result from 
them. However, he can satisfy himself and report as to whether 
the funds actually were so invested and whether such investments were 
properly authorized. 

In the same vein, let me say also that the usual financial audit is not 
designed and cannot be relied upon to disclose defalcations and other 
similar irregularities. Their discovery frequently does result, how- 
ever, and the very fact that an audit is to be made is a strong deter- 
rent to such irregularities. 

Senator Attorr. May I interrupt you there, sir, just so the record 
will be clarified a little bit? For example, in the auditing of—not a 
big firm, let’s get it down to a firm of 500 or something like that, toa 
point where some of us have more experience. In the annual audit 
of such a firm, for example, an auditor would spot check certain of 
the actual checks, canceled checks against the ledger of disbursement, 
would he not? 

Mr. Brovueu. Yes, sir. 

Senator Atxorr. To ascertain that they were actually paid and they 
were regular on their face? 

Mr. Broven. Yes, sir. 

Senator Atxorr. You can't tell whether the man who had endorsed 
it was actually the man whose name it was, but only to see that it was 
regular on its face. In most instances all you could do is spot check 
those things in sufficient number to assure yourself that over a period 
of time you would turn up any regular defalcations; is that about 
what you are saying here? 

Mr. Biouen. That is right; all we could do would be to spot check. 
It wouldn’t be an assurance that we would turn up defalcations be- 
cause we could miss them. 

Senator Atnorr. So, if the treasurer wrote a check to John Smith 
for services upon, we will say, the XYZ company, which you didn’t 
happen to hit in your spot check, it would not be disclosed in your 
audit. I am trying to bring this out for your own benefit so that we 
clearly express the things that accountants do cover. 

Mr. Bioven. You are clearly reflecting exactly what I was trying 
to say, Senator. 

Senator Atnorr. Thank you, sir. Excuse me for interrupting you, 
but I thought it was a good place. 

Mr. Brovenu. That is right. The auditing procedures are test pro- 
cedures and not detailed checking of everything. For that reason 
we cannot be assured that we would disclose defalcations and other 
minor irregularities. 

Senator Atsorr. Thank you, sir. 

Mr. Broven. By this discussion of the limitations of an auditor, 
I do not want to minimize the importance which I think should at- 
tach to an independent audit. There is enough to be gained from 
audits generally to justify the profession in its activities without 
ascribing to them qualities which they do not have. An audit would 
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ive a great deal of assurance that the financial statements presented 
by the trustees of a fund are fairly presented and that all significant 
financial disclosures have been made. 

The charge has been made that Congress would be seeking to punish 
the trustees of funds if it were to require that their financial state- 
ments be audited. It has long been recognized that companies wish- 
ing to sell securities in imterstate commerce or through the mails 
or to have their securities listed on a national securities exchange 
should be required to have their financial statements audited in order 
to assure investors that the representations of the managements of the 
companies are fair. Thousands of businesses, not required by law 
to have audits, do have them either to assure the managements that 
their employees are carrying out the financial procedures which they 
ure supposed to follow, or to assure bankers and other credit grantors 
or stockholders that the financial statements they receive from the 
managements fairly present the financial position and results of 
the operations of the businesses. Audits in these areas are not con- 
sidered punitive, and it is difficult to see why steps taken to assure 
the beneficiaries of one of these funds that the statements of the 
trustees are fairly presented should be so considered. An audit does 
not assure the investor in a company that his investment will be 
»rofitable or that the funds invested in it have been wisely spent, but 
it does give him considerable assurance that he has a fair statement 
of facts on which to form his own judgments. The beneficiaries of 
these funds have a similar interest in having reliable financial state- 
ments on which to base their decisions. 

In preparing legislation of this kind, it should be borne in mind 
that many of these funds may be quite small and have very simple 
operations. In such cases, it might be more practical to require re- 
ports on a cash basis than on a full accrual basis. Such statements 
would, of course, report only the cash received and the cash expended. 
They would not purport to recognize the amounts of income due but 
not yet received or the amounts of expenses payable but not yet paid. 
On the other hand, as I understand it, many of these funds have very 
substantial amounts of business properties and carry on extensive 
business operations. In such cases, the full accrual method of ac- 
counting should be required, since that is the only basis on which a 
fair understanding of the condition of the funds and the results of 
their operations could be presented. 

If Congress should attempt to specify in detail what is to be in- 
cluded in financial reports to be filed under an act of this kind, great 
eare should be taken to see that what is required can be submitted 
without undue effort and expense. Personally, I should think a legis- 
lative body would be well advised in situations of this kind to specify 
rather broadly the type of information it considers necessary and 
leave the details to the discretion of some administrative agency. To 
whatever extent accounting requirements are specified by the Con- 
gress, however, I would iike to urge that it obtain the advice of par- 
ticularly well qualified accountants. The American Institute would 
be glad to arrange for some of its particularly well-qualified members 
to consult with you or with vour staff, if you so desire, in working out 
language to accomplish in this technical area the results you wish in 
the most practical manner. 
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Finally, if the act is so written as to require the filing of audited 
financial statements, I should like to urge that provision be made te 
have someone in the administrative agency to whom accountants could 
turn for interpretation of the “rules of the game.” For example, 
questions will arise as to whether an auditor should be considered in- 
dependent in a particular case, or as to the type of report which is ac- 
ceptable in some peculiar cire umstance, or what details are significant 
in special situations. A well-qualified accountant on the staff of the 
administrative agency could do much to get the kind of reports de- 
sired with the least conftsion to all. 

We appreciate very much having had the nppennaty to discuss 
this matter, and I trust you will feel free to call upon the American 
Institute for any consultation or advice which you feel would be 
helpful to you in developing whatever type of legislation you believe 
to be appropriate as a matter of public policy. 

Thank you. 

Senator Murray. Any questions? 

Senator Purre.y. No, except I think it is very nice to have Mr, 
Blough come here and testify as to the degree of dependence we could 
put on these accounts. 

That is exactly what you want us to understand, that you couldn't 
because it is certified, expect to have something which is completely 
and in every way free of error—insofar as dependence: y upon that, total 
dependency upon it, is concerned—is that correct ¢ 

Mr. Birover. And so far as the prevention of many types of 
manipulation. 

Senator Purret.. Of course, there are general means that you take, 
not only your spot check but checking one account against another, 
and so forth, which will in general reveal a bad situation. Is that 
correct ¢ 

Mr. Buovucnu. It will reveal the facts as to what has taken place 
generally so far as the movement of the funds is concerned; it will 
often disclose fraud and defalcation; and it will prevent misrepre- 
sentation of the condition of the fund at the particular time. 

Senator Atiorr. Mr. Blough, I want to express to you my own 
thanks for coming here. I think your statement has pointed out to 
this subcommittee a very important fact, which is that they cannot 
just rely upon an audit in the area of legislation that we are about to 
enter. 

One of the things which interested me was your statement—and you 
needn’t refer to it—that an audit, of course, would not disclose that 
the number of employees was, of necessity, accurate. This is one of 
the situations which has arisen in our hearings. If you had a situa- 
tion where you had a multiemployee plan contributing to a board of 
trustees under section 302 (c) (5) of the Taft-Hartley “Acct, a certifica- 

tion by the employer to the ultimate agency which gave the benefits, 
whether that happened to be the trustees or whether it happened to be 
an insurance company, would certainly cure that. ill a that abuse, 
which has arisen many times, would it not? 

Mr. Browen. It probably would. What I was trying to point out 
was that in a case of that kind the auditor could certainly state that 
such a certificate had been furnished by the employer. he could exam- 
ine the employer’s certificate and satisfy himself that there was that 
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evidence. He could not take responsibility for its accuracy without 
having examined the payroll records of the employer. 

Senator Autor. That is right. And in this field the accountants, 
your people, should be able to be of invaluable service to the commit- 
tee and to the administrating agency to furnish perhaps other checks— 
J just offer that as one example which would tend to curb the abuses 
of which we have found so many. 

Senator Purre.t. May I interrupt a minute ¢ 

Of course, you would have means of cross checking in helping you 
materially in being almost certain, not completely so, but pretty cer- 
tain, that those certifications were free of error; is that correct ? 

Mr. Bioueu. Yes. And certainly in any case where we were audit- 
ing a fund where it was necessary to determine how many employees 
were covered and similar data, the auditor would insist on confirming 
that information by communication with the employer. 

Senator Attorr. What I was really thinking of, Senator Purtell, 
is this field, if you had a flow of funds from an ‘employ er to a trustee 
in an insurance company, and the law perhaps required that the 
employer furnish a certificate under the penalties of perjury to the 
insurer as to the number of employees, that we would avoid a lot of 
these things, and you would lessen the hazard of auditing and tighten 
up the whole procedure. 

Would that be true, Mr. Blough? 

Mr. Bioveu. I would think so. 

Senator Atuorr. Now, in your statement you have made a point 
which I thought was very important. In ex camining a fund, wouldn’t 
you say that all funded plans would need actuaries in almost any 
account? How would you have a funded account which wouldn’t have 
need of an actuary ? 

Mr. Buoveu. Well, these plans differ very materially. I think 
I have seen examples, as you have, of dozens of different types of 
plans, no two of which seem to be alike. In a case where the employer 
pays in so much per hour per employee, and the funds are to be paid 

out under a certain program as long as they last and no more, if there 
is no further liability or responsibility, you would not need an actuary. 

However, if you wanted to find out what the total would have to be in 
order to fully satisfy everybody you hope is covered, you would have 
to have an actuarial determination. 

Senator Atuorr. Yes. I am thinking particularly of the field of 
pensions, in which there are so many actually what we in this sub- 
committee, at least, call funded accounts, where you set up reserves 
forthem. It is impossible to operate intelligently such a fund without 
actuarial help ? 

Mr. Bioven. I would say so; yes. 

Senator Attorr. And all I am bringing out is that that is not within 
the field of your accountant / 

Mr. Bioueu. It is not. 

Senator ALLorr. Now, as you were speaking, I thought it would be 
wise to show in the record here a few of the things which a comprehen- 
sive audit—a few of the abuses, perhaps, that a comprehensive audit 
would still not disclose in this area. I would like to run through them 
just a moment with you. 
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For example, I have just touched upon the fact that it would not 
show actuarial soundness. 

Mr. Buovexu. That is right. 

Senator Atxorr. It would not necessarily show excessive adminis- 
tration fees. 

Mr. Biovenu. Before I go on with that question, it would not show 
actuarial soundness, but the auditor would generally require an actu- 
arial determination as to what the amount of the reserve should be, and 
report any deficiency in the amount shown on the face of the financial 
statement. 

Senator Arxorr. I think we have determined the point which I 
wanted to bring out here, which is that this is not the function of the 
auditor, the actuarial soundness of this plan, although it might re- 
quire the certificate of an auditor, the actuarial soundness of such 
over here on this side is not the function of an auditor in any sense. 

Mr. Biovexr. Not at all. 

Senator Atxorr. So without the actuarial advice or certificate, an 
audit would not disclose actuarial soundness. It would not neces- 
sarily disclose excessive administrative fees unless they were so great 
that it just simply red flagged them. 

Mr. Biovex. It would disclose how much they were. 

Senator Atxorr. Yes. 

Mr. Bioveu. And somebody else would have to judge whether they 
were excessive, the auditor would not pass on that. 

Senator Atiorr. Well, they wouldn’t disclose whether they were 
taken by one party and then parceled to other people for doing things 
which were not in connection with the administration of the funds, 
those things of course they would not disclose. It would not neces- 
sarily disclose whether or not traveling expenses were excessive. 

Mr. Bioven. No. 

Senator Atiorr. It would disclose the amount. 

Mr. Broven. It could disclose the amount, if you were getting 
down to that detail in your reports, and it could disclose whether or 
not they had been properly authorized, and who was responsible for 
authorizing them, if that detail were required. 

Senator Atrorr. Again, where your fund involved, or your plan 
involved an insurance company, it would only dise lose the dollars of 
retention by the insurance company, from which you could figure the 
retention, but it would not disclose whether or not these retentions 
are excessive. And that has been one of the great abuses. 

Mr. Buoucn. Yes; that is right. 

Senator Atxorr. And it would not disclose whether or not the com- 
missions were excessive, only as you could take the amount and say, 
“We believe that this should not be paid.” 

Mr. Broven. The auditor would not make that suggestion, he would 
disclose the amount of the commissions and leave it to somebody else 
to determine whether they are excessive. 

Senator Atnorr. Well, I think this lst could go on almost indefi- 
nitely. I would like to ask you about one question. In one of the 
funds we investigated a man by the name of Ira Goldstein, one of the 
trustees, testified that he thought the money in this particular fund 
should be invested in risk capital. And those are his exact words. 
Now, assuming that such a fund was invested in risk capital, I would 
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be interested to know just what the functions of the auditor would 
be in this field. 

Mr. Bioveu. Well, in that case 

Senator ALLorr. Suppose it was invested in a new business the 
future of which was very uncertain—and I think we all agree that 
that is risk capital—we will s say again the ABC corporation. The 
auditor’s plans would show so many dollars invested in A BC corpora- 
tion, even a casual investigation w ould disclose that it is a new corpora- 
tion, and that its future was highly uncertain. Now, will you tell us 
for our own benefit what w ould be the function of the auditor in that 
instance 4 

Mr. Bioven. Well, the function of the auditor first is to satisfy 
himself that the investment was actually made in this enterprise, and 
second, to make whatever reasonable investigation he can make to 
determine whether the investments are currently worth less and likely 
to continue to be worth less than the amount invested, in which case 
he would require that a reserve be set up for the loss in value. 

If he could not determine the value of it—if he had any doubts, or 
there was evidence that it might be worth less than the amount at 
which it was carried in the accounts; namely, the cost, or something 
less than cost if it had previously been written down, he would be 
required to disclose his inability to determine the value of the invest- 
ment. 

But he could not determine the indeterminable—in other words, 
when funds have been invested in a business which is a speculative 
business, if he could ascertain, from what he had available in the 
records of the fund or in the examination of the probable value of this 
investment, that it was a speculative venture and there was some doubt 
as to its value, it would depend upon the materiality and many factors 
involved as to how much would be disclosed. 

It is not customary for the auditor to attempt to evaluate such 
investments; he is not an evaluator. But if he has the evidence to 
indicate that the value is less than the cost, he has a responsibility 
to provide for that loss. 

Senator Arzorr. Well, I appreciate your answer very much, Mr. 
Blough. I am sure that your testimony in delineating the area of 
responsibility of the auditor and showing just what his responsibil- 
ities are will keep this committee from making some errors that it 
might otherwise make in drawing up this legislation. 

Senator Purrert. We don’t want to have the record indicate— 
and I am sure you don’t, nor would the members of your associa- 
tion—that some of these funds are not covered. It depends upon 
what we ask for in an auditor’s report, doesn’t it? For instance, it 
is not unusual to expect, if you found or you thought that the plan 
itself was actuarially unsound, it would not be an ‘unusual thing to 
call that to the attention of your client, would it? It would depend 
pretty much upon what he asked you to give in your report, wouldn’t 
it? 

Mr. Broves. Yes. And it would also depend on what the indi- 
vidual’s experience and background was with respect to actuarial 
matters. 

Ordinarily in the function of auditing he would not feel that it 
was within his jurisdiction to say that a plan was actuarially unsound 
unless he had some experience and background to justify it. 
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Senator Purreri. Unless it is part of the service asked, that in 
the report of the auditor that explanation be given, he would com- 
pare it then with other plans ? 

Mr. Buioven. Ordinarily when a client retains you for some audit, 
you may find that something he is doing could be improved. That 
is not usually included as part of your formal report. But ordi- 
narily the auditor communicates that to the management. 

Senator Purrett. And the same would be true of excessive admin- 
istrative fees, and it would be assumed, if we go into this at all, that 
this would be a new field in auditing where you would have speciali- 
zation too; isn’t that correct? I don’t mean a new field of auditing, 
but a concentration of auditing in a certain field. 

Mr. Buovuen. It is entirely possible that it might work out that 
way, although I shouldn’t think the problems involved in these fund 
audits would be sufficiently unique to call for specialization. 

Senator Purren.. Except that one would gain a lot of experience 
in handling these so that they could perhaps be in a better position 
to judge even without too great an examination whether these ap- 
peared to be actuarially sound or the administrative costs are exces- 
sive? 

Mr. Buioveu. Well, I would think that the problem of being cri- 
tical of administrative costs would be a problem for the regulatory 
agency rather than the individual auditor. His experience might 
be with only 2 or 3 funds, whereas there should be some central 
place where these reports would be accumulated, and where there 
would be a basis for statistical studies as to the reasonableness of 
administrative costs. 

Senator Auuorr. Mr. Chairman, 1 or 2 other questions that occur 
to me. 

Senator Murray. You may ask them. 

Senator Artorr. Have you considered the question of whether there 
should be separate audits pursued in behalf of the employers on one 
side and the beneficiaries on the other? 

Mr. Bioueu. Yes. 

Senator Auxorr. I will ask you another question right on top of 
that, and you can discuss them both at the same time, because they 
interlock. 

Is an auditor who has actually been auditing the employer’s records 
completely qualified from a matter of self-interest to audit on behalf 
of the employees? In other words, is there a conflict of interest! 
Would you discuss that question for us? 

Mr. Bioucu. I would be happy to because I do not believe there is 
a conflict of interest. The auditor would be acting in an independent 
professional capacity. He has the responsibility to make a fair de- 
termination regardless of who hires him. 

If an auditor is hired by the management of a corporation to make 
an examination and he finds the management itself is making misrep- 
resentations, he has an obligation to, and does, require that. disclosures 
be made or that the accounts be changed. And unless the client is will- 
ing, unless the management is willing to have the necessary disclosures 
made, professional ethics would require that he withdraw from the 
engagement rather than permit his name to be associated with a state- 
ment which did not properly present what it purported to show. 
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We feel that independence carries into any kind of relationship. It 
js not uncommon to have the same accounting firm retained by two 
corporations which are in litigation to determine facts on the basis of 
which settlements of their differences are likely to be reached. 

Senator Aticorr. You understand, sir, I do not seek to cast any 
reflection on your great profession by the question I asked. But I 
do think that these are very pertainent questions. 

Now, I will give you a specific hypothetical case. Let’s assume 
that A, an accountant, has had for several years the account and the 
examination of ABC corporation books. They then established a 
fund, some kind of a welfare or pension plan. Now, I would like to 
ask you this: You will agree that to the extent that the auditor might 
lose the business of ABC corporation, which we will say is a good, 
lucrative account, he might possibly be influenced, or there is a ten- 
dency to be influenced in the determination of his accounting pro- 
cedures, although I know just as well as you do that he would be 
violating his fundamental professional ethics if he was. 

But do you think there is any danger of that / 

Mr. Biouer. Well, I can’t ignore the fact that auditors are human, 
and they may be influenced in the direction that any human being 
would be. But I would say this—the auditor has lost his value as an 
auditor when he has lost the confidence that he will take a position as 
he sees it, regardless of what his client thinks. And I would think 
that in examining a fund and making reports on a fund that was being 
administered by an employer, in disclosing any improper procedures 
that had been followed in the fund, or any shortages in the fund, he 
would be under no more personal pressure from the management than 
he is when he insists on disclosure to stockholders or to creditors in the 
financial statements of the corporation itself information which causes 
the management to be upset and possibly want to dispose of his services. 

Senator Atxorr. In other words, you feel that his examination would 
disclose just as objectively the things both to the interest of and opposed 
to the interest of the beneficiaries as it would the things which are to 
the interest of or opposed to the interest of the employer ? 

Mr. Bioven. I do. 

Mr. Au.orr. I think—I have had several instances myself where 
businesses had interrelated contracts which were determined upon the 
basis of operations that one carried on in behalf of the other. 

In my own experience I have never known whether the auditor’s 
findings in those respects have been upset. But that is a very common 
usage where people do have opposite interests, contrary interests, for 
it to be determined after an audit; is it not? 

Mr. Bioven. That is right. 

Senator Auvorr. I think that is all I have, Mr. Chairman, for this 
witness. 

Senator Murray. Mr. Blough, I understand you were formerly chief 
accountant for the Securities and Exchange Commission. 

Mr. Bioven. Yes. 

Senator Murray. Would you care to comment on the appropriate- 
ness of the Securities and Exchange Commission acting as the agency 
to administer any disclosure legislation passed by the Congress ? 

Mr. Bioven. I would rather not comment on that, Senator. 
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In the first place, my organization has no position with respect to 
it. Personally, I do not have sufficient knowledge of the nature of the 
problems that are likely to arise in connection with the administration 
of such an act that I would want to say which agency would be the best 
prepared to handle it. 

Senator Murray. Any other questions ? 

Senator Anxorr. I have one further matter—not with Mr. Blough— 
before we adjourn. 


Mr. Chairman, I am in receipt of a copy of a letter from GMC 
addressed to the chairman of this subcommittee relative to a state- 
ment that was contained in Senator Douglas’ statement concerning 
some of its funds. And in all fairness to General Motors, inasmuch 
as the report of the previous subcommittee of this committee omitted 
any statement of their views and their position on this, which I firmly 
believe to be sound my self, I would like to ask consent that the letter 
be printed at this point in the record in its entirety. 

Senator Murray. Without objection, it will be carried in the record. 

(The letter referred to follows :) 


GENERAL Morors Corp., 


Detroit, Mich., June 5, 1957. 
Hon. JOHN F. KENNEDY, 


United States Senate, Washington, D.C. 


Dear SENATOR KENNEDY: On Monday, May 27, in the hearings before your 
special subcommittee of the Senate Labor Committee, Senator Douglas in his 
prepared statement made the following observation relating to the study made 
in the 84th Congress by his Subcommittee on Welfare and Pension Funds: 

“The investigating subcommittee made a detailed examination of two 
large, renowned, and generally well-run plans. In one of these cases, Gen- 
eral Motors, it uncovered an administrative decision on allocation of reserves 
that was highly questionable.” 

The reference by Senator Douglas presumably is to certain reserves estab- 
lished by the Metropolitan Life Insurance Co. in connection with General 
Motors employees group insurance policies. Both during, and subsequent to, 
the hearings before Senator Douglas’ subcommittee, the matter of these reserves 
was discussed both by Metropolitan Life and by General Motors representatives 
with the subcommittee and its staff. It was demonstrated clearly that the treat- 
ment of these reserves was entirely proper and that the conclusion, now drawn 
by Senator Douglas, was not justifiable. This was explained to Senator Douglas 
as well as to other members of his subcommittee, in a letter dated January 30, 
1956, signed by Harry W. Anderson, vice president, General Motors Corp. It 
was incorporated in the record as an appendix of the hearings (pt. 3, pp. 1617- 
1619). However, the subcommittee’s report made no reference to this explana- 
tion, and since this matter has been raised with your subcommittee, it is desir- 
able that the full facts be made available to you. 

The General Motors group insurance program was first established in 1926. 
Under this program, employees are offered specific insurance benefits for a fixed 
rate of contribution or cost. The insurance booklet given to employees at the 
time they make the decision whether to participate in the plan clearly states 
that “General Motors pays the balance of the cost” over and above the employee 
contributions. In this same connection the collective bargaining agreements 
covering hourly rate employees, copies of which are available to all such em- 
ployees, provide as follows with respect to the insurance program: 

“The corporation shall pay the balance of the net cost of the program * * * 
over and above the employee contributions * * *. It shall also pay any 
increase in such costs and shall receive and retain any divisible surplus, 
credits or refunds or reimbursements under whatever name, arising out of 
any such program.” 

Thus, all employees are fully informed that the corporation pays the balance of 
the cost of the program over and above their own fixed contribution. 

Since Senator Douglas referred to the allocation of reserves under the pro- 
gram, it is necessary to explain the purpose of reserves, as applicable to the 
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group life coverage. In addition to provision for the customary reserves for 
unsettled claims and contingencies, two other reserves are provided under 
General Motors policies. 

In 1943, in connection with the establishment of a lower premium rate, the 
Metropolitan Life established a “rate reduction reserve” out of premiums paid 
by General Motors, The amount of this reserve ordinarily would have been 
available to reduce future premium payments by General Motors or for pay- 
ment to General Motors in the form of dividends. Because of the protection 
afforded to it by this reserve, the Metropolitan Life established a lower premium 
rate to General Motors than would otherwise have been the case. The subcom- 
mittee’s staff asked for no detailed information on this reserve. 

In 1948 a second reserve was established by the Metropolitan Life when the 
General Motors group insurance was amended to provide that the life-insurance 
coverage might be continued with respect to older employees, including those 
on retirement, should it become necessary to discontinue the coverage with 
respect to younger employees. As a result of this amendment, the insurance 
company established reserves out of the balance of the General Motors current 
premium. Consequently, if the policy were continued only with respect to older 
employees, a substantial increase in premium rates would be avoided. This 
reserve, Which is available to help cover the liability for continued life insur- 
ance, provides additional safeguards for the group life insurance of older 
employees and those on retirement. 

As pointed out previously, under the program employees pay a fixed contribu- 
tion and the corporation pays the balance of the net cost, with the corporation 
being entitled to any credits, refunds, or reimbursements. In net effect, there- 
fore, all additional costs due to the establishment of reserves in connection with 
the group insurance coverage for older employees, or for any other reason, are 
borne solely by the corporation. Whether or not these reserves had been es- 
tablished, the cost of the program to the employees of General Motors—either 
salaried or hourly rate—would remain the same. The manner in which these 
reserves were accounted for as between salaried and hourly rate employees had 
no effect whatsoever upon the cost of the program to either group of employees. 

We have been advised by the Metropolitan Life Insurance Co. that if these 
reserves had not been set up by them, the net cost of the program to General 
Motors would have been reduced accordingly. 

In 1950, when the group insurance program for union-represented hourly rate 
employees was made the subject of collective bargaining, General Motors agreed 
with the union to pay all costs above the amount contributed by the employee in 
the collective-bargaining unit. It then became necessary to segregate the costs 
of the hourly rate program from the salaried program. The hourly rate em- 
ployees who had previously been covered under the same group policy as the 
salaried employees were provided coverage under a separate new group policy 
applicable only to hourly rate employees. With the hourly rate program being 
set up as a result of bargaining with unions, there was no other practical 
method except to permit it to stand on its own, supported by the direct contribu- 
tions to the program. 

Accordingly, since September 1, 1950, separate reserves applicable only to 
hourly rate employees—including the reserve established to provide for the 
protection of older or retired employees in the event of discontinuance of 
coverage for younger employees—have been built up solely out of the contribu- 
tions of General Motors to the cost of the hourly rate program. 

As an additional safeguard for the life insurance coverage of hourly rate 
employees, special provision was made in 1950 to assure that all the reserves 
under the old policy (which was continued to cover only the salaried program) 
would continue to be available to cover any unfavorable experience that might 
develop under the hourly rate program. This remained in effect until such time 
as the reserves under the hourly rate program were built up to the levels re- 
quired by the insurance company. During this period, there were maintained 
under the salaried program additional reserves equal to the difference between 
the reserves required for hourly rate employees coverage and the actual reserves 
built up for such coverage. Accordingly, the full amount of the reserves re- 
quired—built up out of the amount paid into the program by the corporation 
over and above employee contributions—was at all times available for all General 
Motors employees, both salaried and hourly rate. Thus, the plan for hourly 
rate employees had the double protection of the reserves provided under that 
plan and a portion of the reserves allocated, accountingwise, to the continuing 
salaried plan. 
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We have been advised by the insurance company that since 1953 the reserves 
established under the hourly rate program have been at the required levels, 
The reserves built up under the hourly rate program are solely for the use of 
the hourly rate program and are not available for use by the Metropolitan Life 
for the salaried employees’ program. This hourly rate plan now stands on its 
own with reserves established at a level determined by the Metropolitan Life 
to be fully adequate to provide the necessary protection. 

The Metropolitan Life has advised us that at no time have there been “excegg 
reserves” under the group insurance program. The sum of the reserves under 
the two separate policies was always the amount required as determined by 
Metropolitan. To the extent that reserves were built up under the hourly rate 
program, it was possible to release an equal amount of reserves (which had been 
held for the hourly rate employees) under the salaried program. The allocation 
of the total reserves between the two policies varied depending on the avail- 
ability of the required amounts under each of the programs. At no time would 
such allocation have had any effect on the amount of contributions made by 
either hourly rate or salaried employees. The events since 1950 have demon- 
strated, by experience, the complete adequacy of the reserves as determined by 
Metropolitan Life. 

The total amount of such reserves has increased each year, as the number of 
insured employees at the older ages has increased. Therefore, on an overall 
basis, no portion of the total of these reserves held by Metropolitan Life has 
even been returned to General Motors. Thus, because of the establishment of 
such reserves, there has been an additional cost to General Motors Corp. each 
and every year since these reserves were first established to the extent of the 
increase in the amount of reserves set up. It is emphasized that no portion of 
this additional yearly cost has been paid for by our employees—either salaried 
or hourly rate. 

The provision of specific group insurance benefits for a fixed employee con- 
tribution is by no means unique with General Motors. We have been informed 
that for 40 years the large majority of group insurance plans covering the 
employees of a particular employer have been set up on the same principle of 
fixed benefits to employees for a fixed cost to such employees rather than with a 
fixed employer cost, or a predetermined sharing of costs between employees and 
"employers. The wide acceptance of this principle of fixed employee cost is 
readily understandable. If this principle were not followed, the employee con- 
tribution to group insurance would fluctuate from year to year based on good 
or bad experience. Such fluctuations could also be a disturbing element in em- 
ployer-employee relations, and group insurance could well be pushed a step 
nearer the old unsatisfactory forms of assessment insurance. It has been found 
much more satisfactory for group insurance plans to provide definitive benefits 
for a definite contribution from the employees, with the employer rather than 
the employee absorbing fluctuations in cost from year to year but with the 
employee contributions consistently less than the aggregate annual cost of the 
plan. The large majority of single-employer programs continue to be offered 
on the level-of-benefits basis, which is the method followed by General Motors 
Corp. since the inception of its group insurance program. 

It is hoped that this will be of assistance to you and it is respectfully re- 
quested that this letter be incorporated in the record. For the convenience of 
all members of the subcommittee, copies of this letter are being sent to them. 

Respectfully, 
Louis G. Seaton, Vice President. 


(A letter relating to the above matter which was subsequently sup- 
plied for the record by the Metropolitan Life Insurance Co. follows:) 
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METROPOLITAN LIFE INSURANCE Co., 
New York, N. Y., June 13, 1957. 
Hon. JoHN F. KENNEDY, 
United States Senate, Washington, D. C. 


DEAR SENATOR KENNEDY: A copy of the attached letter dated June 5, 1957, 
addressed to you by Mr. Louis G. Seaton, vice President, General Motors Corp., 
concerning certain aspects of the General Motors Group insurance program, was 
sent to me. 

On behalf of the Metropolitan Life Insurance Co., I wish to assure the Sub- 
committee on Welfare and Pension Funds, of which you are chairman, that Mr. 
Seaton’s statements relating to the reserves established by Metropolitan Life are 
correct. Metropolitan Life also agrees with his stated conclusions. 

The April 6, 1956, final report of the Subcommittee on Welfare and Pension 
Funds contained the following statement at Page 138: 

“General Motors’ program has been handled at low cost, a result which flows 
in part from the size of the risk and the fact that General Motors does much 
of the administrative work. The Metropolitan Life Insurance Co.’s reporting 
on the case has been detailed and meticulous. Both from the viewpoint of cost 
and reporting to the policyholder, this may well be called a model welfare plan. 
The subcommittee believes that other buyers, policyholders and insurance car- 
riers might study the General Motors-Metropolitan example, and with much 

rofit.” 

, We in Metropolitan Life also believe that the General Motors group insurance 
program is one of the best examples in the country of a well-run plan. 

We respectfully request that this letter be inserted in the record of the pro- 
ceedings of your subcommittee, and if possible, immediately following the noted 
“committee insert” on page 265 of the record for June 6, 1957. (If it is in- 
serted at that point, it would naturally not be necessary to include the attachment 
to this letter since it has already been made a part of the record at that point.) 

If you have any questions on the operations of the Genral Motors group in- 
surance program that you think the Metropolitan Life could be helpful in 
answering, please let me know. For the convenience of all members of the sub- 
committee, copies of this letter are being sent to them. Copy is also being sent 
to Senator Paul H. Douglas, as I understand that a copy of Mr. Seaton’s letter 
was sent to him as well. 

Very truly yours, 
GILBERT W. FITZHUGH, 
Second Vice President. 

Senator Murray. Any other matters ? 

(No response. ) 

Senator Murray. If not, that concludes the hearing today. We will 
take a recess until Tuesday, June 11. The hearing will be resumed 
June 11. 


(Whereupon, at 11:50 a. m., the subcommittee adjourned, to recon- 
vene Tuesday, June 11, 1957.) 
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TUESDAY, JUNE 11, 1957 


Unirep Srates SENATE, 
SUBCOMMITTEE ON WELFARE AND 
Pension Pians Lecistation 
OF THE COMMITTEE ON LaBor AND PusLic WELFARE, 
Washington, D.C. 

The subcomiitiee met, pursuant to recess, at 11:10 a. m., in room 
P-63, United States Capitol Building, Senator James E. Murray 
presiding pro tempore. | 

Present: Senators Kennedy, Murray (presiding pro tempore), 
McNamara, Ives, and Purtell. 

Also present: Senators Smith of New Jersey and Goldwater, mem- 
bers of the committee. 

Committee staff members present: Stewart E. McClure, chief clerk; 
Roy E. James, assistant chief clerk; John S. Forsythe, general coun- 
sel; Michael J. Bernstein, professional staff member; Paul J. Cotter, 
special counsel to Subcommittee on Welfare and Pension Plans 
Legislation. asian 

Senator Murray (presiding pro tempore). The hearing will come 
to order, please. 

Senator Kennedy, who is the chairman of this subcommittee, will 
be delayed a few minutes. 

In the meantime, I take great pleasure in welcoming you here this 
morning, Mr. Meany, and we will be very anxious to hear your 
statement. 

You may proceed. 

Mr. Meany. Thank you very much, Senator. 


STATEMENT OF GEORGE MEANY, PRESIDENT, AFI-CIO, ACCOM- 
PANIED BY ANDREW J. BIEMILLER, DIRECTOR, DEPARTMENT 
OF LEGISLATION; NELSON CRUIKSHANK, DIRECTOR, DEPART- 
MENT OF SOCIAL SECURITY; AND LANE KIRKLAND, ASSISTANT 
DIRECTOR, DEPARTMENT OF SOCIAL SECURITY 


Mr. Meany. The growth of health, welfare, and pension programs 
of various types in industry, largely as a result of trade-union action, 
has brought great benefits to the American worker and his family. 
These programs have provided him a greater measure of security, 
dignity, and independence in old age. They have given him access 
to better medical care, and have diminished the threat of indebted- 
ness or pauperdom that too often accompanies the loss of health in 
the absence of any public program for the fair distribution of its 
heavy costs. 
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These programs cannot properly be regarded as the private concern 
either of management or labor, jointly or separately. Many broader 
interests are at stake in their ‘operation and in the handling of the 
moneys which support them. Regardless of how they are est ablished 
or what mechanism they employ, none of those responsible for their 
administration—whether union officers, employers, or insurance car- 
riers—have any right to immunity from the requirement of full and 
open accountability for their stewardship. 

The public welfare has become heavily dependent upon the proper 
operation of these plans. The amounts contributed to their support, 
including any that may be unnecessarily diverted from their main 
purpose, are reflected in the costs borne by consumers generally, 
Employer contributions, whether in insurance premiums or payments 
to a trust fund, enjoy the privilege of tax exemption and are therefore 
a proper s subject of public scrutiny. Contributory plans—and many 
plans managed unilaterally by employers do require employee con- 
tributions e placed management in the position of controlling and 
handling large amounts of money belonging not to the company or 
to stockholders but to employees. Even where no direct employee 
contributions are involved, the cost is most commonly regarded as a 
form of, or in lieu of, wages and has been so defined by the Supreme 
Court. Tn any event, that cost and the quality of the mechanism or 
carrier chosen is inevitably reflected in the amount of the cash wage 
settlement, take-home pay, the quality and adequacy of the benefits 
provided, and the ability of the plan to meet its obligations. 

In short, both the public at large and employee beneficiaries in 
particular have a substantial interest in the honesty, efficiency, and 
integrity with which those plans are managed, regardless of whether 
unions alone, unions and management jointly, or management alone 
exercises the function of administration. 

Serious abuses have been found to exist in the operation of some 
plans. While we are convinced that the great majority of plans are 
administered honestly and efficiently, the nature of the abuses found 
is such as to demonstrate the danger of relying entirely upon a 
presumption of honesty, good faith, and diligence upon the part of 
those responsible for their administration. Unless certain safeguards 
are established, both through self-policing and legislation, the induce- 
ments and opportunities for illicit gain or improper practices will 
persist and there will be those who will yield to them. The nature of 
the abuses found also indicates that those inducements and opportu- 
nities are not confined to any one particular type of plan or fund but 
are present under any program where there is money to be expended 
or invested or insurance services to be employed. 

It is, we believe, the present duty of the Congress to develop and 
enact legislation which will promote the most effective self-policing 
action, with the minimum of interference with the orderly growth, 
improvement, and expansion of health, welfare, and pension plans 
in industry. Legislation which has the effect of imposing excessive 
burdens upon these plans or forcing them into a rigid arbitrary 
mold, no matter how effective in forestalling possible abuses, might 
well do far more harm than good. 

The first constitutional convention of the AFL-CIO in December 
1955 adopted a resolution which set forth a comprehensive program 
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for the protection of the wage earner’s interests in the operation of 
health and welfare plans. T should like, at this point, to submit a 
copy of that resolution for inclusion in the record of this hearing. 

(The resolution referred to follows :) 







AFL-CIO 1955 CONVENTION RESOLUTIONS ON HEALTH AND WELFARE PLAN 
ADMINISTRATION 






Published by American Federation of Labor and Congress of Industrial 
Organizations, Washington D. C.—AFL-CIO Publication No. 10 






HEALTH AND WELFARE PLAN ADMINISTRATION 







In the development, through the process of collective bargaining, of plans 
designed to provide some measure of protection to the health and welfare of 
wage earners and their families, the labor movement is fulfilling its historic 
role. Having been denied by the Government the comprehensive health insur- 
ance protection for the people of the Nation which organized labor has ad- 
vocated for many years, trade unions have secured for their members the best 
protection available. 

The task of administering and operating these programs has placed heavy, 
new responsibilities upon the shoulders of trade union officials. The funds in- 
volved must be regarded as the common property of the workers covered by 
these plans, for they have been paid for through labor performed in exchange. 
They must, therefore, be administered as a high trust for the benefit only of 
the workers covered. The trustees or administrators of health, welfare, and 
retirement programs, whether union, management, or joint, as well as all 
others exercising responsibility in connection with such programs, have the 
obligation to make sure that maximum benefits are provided for the money 
available, and that the highest ethical standards are observed and rigorously 
followed. 

In the pursuit of their responsibilities as autonomous organizations in the 
direction of their internal affairs, it is incumbent upon each national and 
international union affiliated with the American Federation of Labor and Con- 
gress of Industrial Organizations to take such steps as are necessary to protect 
the interests of its members in the operation of health and welfare programs, 
in the manner best suited to the particular problems and practices in its trade 
or industry. Where constitutional amendments or changes in internal ad- 
ministrative procedure are necessary to provide this protection, such amend- 
ments and changes should be undertaken at the earliest practicable time. They 
should be designed to provide national and international unions with the means 
and the authority to audit funds and apply remedies where there is evidence of 
a violation of ethical standards. To aid affiliated organizations in the per- 
formance of this responsibility, and as a guide to trade-union officials engaged 
in the administration of health and welfare programs, a uniform code of ethical 
standards—in keeping with standards adopted separately heretofore by both 
the American Federation of Labor and the Congress of Industrial Organiza- 
tions—should be adopted by the first convention of the American Federation of 
Labor and Congress of Industrial Organizations. These guides and standards 
should receive the widest distribution throughout the ranks of the trade union 
movement. 

While unions affiliated with the American Federation of Labor and Congress 
of Industrial Organizations can, with the aid of these standards, be relied 
upon to keep their own houses in order, there are problems in other areas of 
the health and welfare field, and particularly in the area of commercial insur- 
ance practices, which require legislative action: Now, therefore, be it 

Resolved: 1. In the administration of health and welfare plans, the follow- 
ing principles should be observed : 

(a) Where a salaried union official serves as employee representative or 
trustee in the administration of a health, welfare, or retirement program, such 
service should be regarded as one of the functions expected to be performed 
by a union official in the normal course of his duties and not as an “extra” 
function requiring further compensation, over and above his salary, from the 
welfare fund. Officials who already receive full-time pay from their union 
should not receive fees or salaries from a welfare fund. 

(b) Union officials, employees, or any other persons acting as agent or repre- 
sentative of the union who exercise responsibility or influence in the adminis- 










































182 WELFARE AND PENSION PLANS LEGISLATION 


tration of welfare programs or the placement of insurance contracts should be 
entirely free of any compromising personal ties, direct or indirect, with outside 
agencies—such as insurance carriers, brokers, consultants, and others—doing 
business with the welfare plan. Such ties cannot be reconciled with their duty 
to be guided solely by the best interests of the membership in any transaction 
with such agencies. Any union official found to be involved in such ties to his 
Own personal advantage, or to have accepted inducements, benefits, or favors of 
any kind from such outside agencies, should be removed. 

This principle should not be construed to prevent an outside relationship on 
the part of a union officer or employee where (i) no substantial personal ad- 
vantage is derived from the relationship, and (ii) the concern or enterprise js 
one in the management of which the union participates for the benefit of its 
members. 

(c) Where any trustee—whether employer, employee, or neutral—of employee 
of a health and welfare program is found to have received an unethical payment, 
the union should insist upon his removal and appropriate legal action against 
both the party receiving and the party making the payment. In addition, if an 
insurance carrier or agent is involved, action against the carrier or agent should 
be pressed before the State insurance authorities, with a view to the cancellation 
of the carrier’s or agent's right to do business in the State. 

(d@) Complete records of the financial operations of welfare funds and pro- 
grams should be maintained in accordance with the best accepted accounting 
practice. All welfare funds should be audited at least semiannually by certified 
public accountants of unquestioned professional integrity, who should certify 
that the audits fully and comprehensively show the financial condition of the 
funds and results of the operation of these funds. All audit reports should be 
available to the membership of the union. 

(e) There should be full disclosure and report to the beneficiaries at least 
once each year by the trustees of administrators of welfare funds. Included in 
the report should be a detailed statement of receipts and expenses; all salaries 
and fees paid by the fund, to whom and in what amount such sums were paid, 
and for what service or purpose; a breakdown of insurance premium payments, 
if a commercial insurance carrier is involved, showing the amount of retentions, 
claims paid, dividends, commissions, and service charges, and to whom the car- 
rier paid such commissions and charges; a financial statement on the part of the 
insuring or service agency, if an agency other than a commercial insurance car- 
rier is employed; and a detailed account of the manner in which the reserves 
held by the fund are invested. 

(f) Prior to the initial establishment of the plan, the relative advantages of 
all of the alternative available methods of providing health and welfare benefits 
should be fully explored, including self-insurance and the use of programs pro- 
viding prepaid direct medical services where they exist or can be set up in the 
community, as well as the use of commercial insurance carriers. The objective 
should be to reduce operating expenses and nonbenefit costs to the minimum 
consistent with the safety and security of the program, and to make available 
to the members the maximum in terms of actual prepaid health services (as 
distinguished from cash payments covering an unpredictable portion of actual 
medical bills) obtainable within the limits of the revenue of the fund. 

(g) Where health and welfare benefits are provided through the use of a 
commercial insurance carrier, the carrier should be selected through competitive 
bids solicited from a substantial number of reliable companies, on the basis of 
the lowest net cost for the given benefits submitted by a responsible carrier, 
taking into consideration such factors as comparative retention rates, financial 
responsibility, facilities for and promptness in servicing claims, and the past 
record of the carrier, including its record in dealing with trade unions repre- 
senting its employees. 

The trustees of the fund should be required to state in writing and to report 
to the membership the specific reasons for the selection of the carrier finally 
chosen. The carrier should be required to warrant that no fee or other remu- 
neration has been paid, directly or indirectly, to any representative of the parties 
in connection with the business of the fund. 

(h) Complete records of the claims experience should be kept so that a 
constant check can be maintained on the relationship between claims and 
premiums and dividends, and on the utilization of the various benefits. In 
the case of medical benefits, records and statistics should also be kept, where 
possible, showing the extent to which benefits paid out are sufficient to cover, 
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or fail to cover, the costs and charges actually incurred by the members when 
they avail themselves of medical services. 

(i) The investment of welfare-fund reserves in the business of any con- 
tributing employer, insurance carrier, or agency doing business with the fund, 
or in any enterprise in which any trustee, officer, or employee of the fund 
has a personal financial interest of such a nature as to. be affected by the 
fund’s investment or disinvestment should be prohibited. 

(This is not to be construed as preventing investment in an enterprise in 
which a union official is engaged by virtue of his office, provided (i) no sub- 
stantial personal advantage is derived from the relationship, and (ii) the 
concern or enterprise is one in the management of which the union participates 
for the benefit of its members. ) 

(j) The provisions of the plan governing eligibility for benefits should be 
designed to include, as nearly as practicable, all workers on whose wages any 
substantial contribution has been paid, whether such contribution was withheld 
from their wages or made on their behalf by their employers. Waiting periods 
for eligibility should not be of such a length as to discriminate unfairly against 
some portions of the membership to the benefit of others. 

(k) Every program should incorporate an adequate appeals procedure as a 
check against the arbitrary or unjust denial of claims, so as to afford the 
individual member a fair hearing and a sufficient opportunity to obtain redress 
where he feels his claim for benefits has been improperly rejected. 

1. The duty of policing and enforcing these standards is shared by every 
union member, as well as by local, national, and international officials. The 
best safeguard against abuses lies in the hands of a vigilant, informed, and 
active membership, jealous of their rights and interests in the operation of 
health and welfare programs, as well as any other trade-union program, As 
a fundamental part of any approach to the problem of policing health and 
welfare funds, affiliated unions, through education, publicity, and discussion 
programs, should seek to develop the widest possible degree of active and in- 
formed interest in all phases of these programs on the part of the member- 
ship at large. International unions should, wherever possible, have expert 
advice available for the negotiation, establishment, and administration of 
health and welfare plans, and should provide training for union representa- 
tives in the techniques and standards of proper administration of welfare 
plans. 

2. Legislation should be enacted by the Congress of the United States, re- 
quiring annual reports and public disclosure of the financial operations of 
health, welfare, and pension plans, including the details of the related finan- 
cial transactions of insurance carriers and/or service agencies. Such legislation 
should contain the following essential elements: 

(a) The law should be adopted and administered at the Federal level rather 
than through a multiplicity of State agencies. Parties responsible for the 
operation of health and welfare plans should be required to file reports with 
the Federal Government, regardless of whether or not they also file with 
a State governmental agency. As an expression of the public interest in 
the operation of tax-exempt programs and so as to avoid the complexity of 
determining whether such plans are intrastate or interstate in character, the 
reporting and disclosure requirement should be made a function of the Federal 
tax power. 

(b) The filing and disclosure requirement should apply to all types of group 
health, welfare, and pension plans, including those administered unilaterally as 
well as those adminstered jointly. 

(c) The party or parties responsible for the administration of a health, wel- 
fare, or pension plan should be required to report the financial details of plan 
operations annually, on a standard form, with the Internal Revenue Service. 
The report should disclose, in adequate detail, the operations, transactions, ex- 
penses, and investments of the fund. If a private insurance carrier is employed, 
the report should be accompaned by a statement from the carrier covering the 
particular account involved and containing a breakdown of premiums and reten- 
tions, showing the amount of dividends or rate credits paid or due, claims experi- 
ence, the amount of commissions and service charges, and to whom those com- 
missions and charges were paid. 

The law should provide criminal penalties for nonfiling or false filing. While 
the Internal Revenue Service should not be granted the power to withhold ap- 
proval of a health and welfare plan so as to delay its establishment or to require 
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approval in advance of establishment as a condition of tax exemption, as qa 
result of this legislation, the Service would be able to use the information con- 
tained in these reports as an aid to its normal enforcement operations. 

(@) The party or parties responsible for filing these reports shall also, and 
at the same time, file a certified duplicate copy with the Department of Labor. 
It shall then be the duty of the Department of Labor to make these reports 
freely available on request to parties authorized to receive them—which shall 
include individual employees and their collective-bargaining representatives, 
authorized Government agencies and committees of Congress, and State insur- 
ance departments. It shall also be the duty of the Department of Labor to 
undertake and to make public analytical studies and statistical summaries of 
the information derived through these reports. 

The proposed statute should spell out in detail the information to be sought 
in a disclosure form, with authority lodged in the Secretary of Labor to prescribe 
appropriate rules. In addition, since the whole field of health, welfare, and 
pension plans is still in such a fluid state, the law should require the establish- 
ment of an advisory committee to meet at regular intervals and to be com- 
posed of representatives from the important interest groups, including organ- 
ized labor. The purpose of the advisory committee would be to provide guid- 
ance to the Government in the formulation of the disclosure schedule and in the 
administration of the act. 

3. Legislation should be sought in the several States so as to achieve the 
following objectives: 

(a) State insurance laws should be amended so that in cases where an agent 
or broker is not employed and no such services are rendered, the requirement 
that commissions must nevertheless be paid to an agent or retained by the 
insurance carrier is eliminated. 

(b) Where the services of agents or brokers are employed, the payment of 
excessive commissions and service charges should be banned. A code of stand- 
ards governing commissions and charges should be adopted and enforced by 
State insurance commissions. 

(c) State regulatory bodies governing insurance operations should be made 
more representative of the public and consumer interest. At present, State 
insurance commissions and departments tend to reflect and to be dominated by 
the special interests of the insurance industry. 

(d) State insurance commissions and departments should be required to 
assume and exercise a greater degree of responsibility for the integrity, com- 
petence, and character of agents and brokers who are licensed by the State. 
At the present time, such a license is virtually meaningless and offers no assur- 
ance to the public that a person having a license is reliable or subject to any 
really effective checks, surveillance, or standards. As a minimum step, as a 
requirement for securing and holding a license, the records and accounts of 
agents and brokers should be subject to regular and thorough inspections, and 
they should be required to file regular reports with State insurance commissions 
disclosing and identifying every fee and commission received in connection with 
a group policy, issued as a part of a health and welfare plan, and the nature and 
purpose of expenditures made in the course of their business operations. The 
charging of excessive fees, commissions, or expenses and the making of un- 
ethical or improper payments to secure or to hold an account should result 
in the prompt revocation of the license to operate. 

(e) Laws which, in a number of States, now stand in the way of the develop- 
ment of consumer-sponsored, nonprofit medical service prepayment plans should 
be repealed, so as to make constructive alternatives to limited cash indemnity 
insurance plans more generally available to trade unions and other consumer 
groups. 

(f) Laws which, in a number of States, prohibit employers from withholding 
any part of wages earned by an employee (except taxes) without written au- 
thorization, should be amended so as to exempt from such prohibitions deduc- 
tions made for health and welfare plans developed through collective bargain- 
ing by employers and bona fide trade unions. 

(g) The fiduciary obligations generally applicable to trustees under State law 
should be applicable to trusteees of health and welfare plans. If additional 
legislation is necessary to bring about the result, it should be enacted. 


Mr. Meany. The resolution deals with three aspects of the prob- 
lem. First, it sets forth certain standards of ethical and efficient 
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administration as a guide to union officials in the discharge of their 
responsibilities in the development and operation of health and wel- 
fare plans. In our opinion, wherever these standards are diligently 
applied any avenues of possible corruption or abuse will be effec- 
tively closed—at least insofar as trade union officers have any hand in 
the matter. 

These standards have been and are being quite generally adopted 
and enforced by the various international unions affiliated with the 
AFL-CIO, with respect to their local affiliates. They have been fol- 
lowed by the AFL-CIO in the case of directly affiliated local unions 
and in the case of international unions found to be dominated by 
corrupt influences. The self-policing action that has been taken by 
the AFL-CIO and its international affiliates clearly demonstrates 
that these standards are more than mere window dressing, that they 
are being and will be enforced, and that we mean business in that 
regard. 

Ve are prepared to accept and to act upon our responsibility with 
respect to errors and omissions on the part of trade union repre- 
sentatives. We cannot, however, guarantee the integrity of health, 
welfare, and pension plans against abuses and questionable practices 
in other quarters; that is, management and the insurance industry. 
It is disturbing to note the absence of any commensurate action in 
those quarters or any positive recognition of the need to look to the 
state of their own houses. Their sole contribution to responsible con- 
sideration of this important public problem boils down to the con- 
tention that management can do no wrong, that the interests of 
workers can be left entirely to the discretion of employers with n 
accounting to anyone, and that all that is needed is more antiunion 
legislation. That is to say, they have made no contribution. 

Our convention resolution also calls for certain reforms and im- 
provements in the regulation of commercial insurance practices by 
the various States. This position is based on a recognition of the 
fact that the supervision of insurance companies and agents is, under 
existing law. a State responsibility. Although we believe that its 
adequacy and effectiveness is a proper subject for inquiry by the 
Congress, we are not now proposing any change in this allocation of 
authority. The resolution therefore calls for these reforms at the 
State, rather than the Federal, level. The long-range results of 
our efforts to build strong and lasting safeguards for our members’ 
interests in the operation of health and welfare plans may depend in 
large measure upon the extent to which our recommendations in this 
are are adopted. 

The record abundantly demonstrates the need for these reforms. 
Most of the abuses that have been found could never have occurred 
or persisted had State insurance departments been sufficiently dili- 
gent in policing the jurisdiction which they now have. 

In fact, one of the major inducements or incentives to corruption 
has been, ironically enough, the requirement quite generally en- 
forced by State insurance departments which makes mandatory the 
payment of a commission to an agent or broker, or its retention by the 
carrier, regardless of whether or not the services of an agent are ever 
actually needed, employed, or rendered. The Taft-Hartley Act pro- 
hibits this type of featherbedding where trade unions are concerned, 
939475718 
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but when trade unions negotiate a health and welfare plan their mem- 
bers are compelled by State law and regulation to pay featherbed 
fees to a broker or agent whom they may never have seen and who did 
absolutely nothing for them. “¥0é 

The most common forms of corruption that investigations haye 
found in the operation of some health and welfare plans all lie within 
an area which is now, and has long been, subject to the control of State 
insurance departments. ee kickbacks, and excessive retentions 
charged and commissions paid by insurance carriers or brokers who 
are unable or unwilling to compete on an honest basis, embezzlement 
of premium or dividend money by insurance agents, the issuance of 
agents’ licenses by State insurance departments to individuals asgo- 
ciated with notorious racketeers, the issuance of what might be termed 
“licenses of convenience” so as to make possible the legal pilferage of 
funds by persons in a position to designate the agent or broker—a 
large share of the blame for these and other conditions must rest 
upon those who had the power to prevent and correct them and the 
duty to protect the public from them and who failed so to do. 

If, for example, at any time during the period that Louis Saper- 
stein was stealing a portion of the premiums transmitted to him from 
the laundry workers’ fund, the insurance examiners of any of the 
several States whose licenses he held had troubled to make the most 
casual inspection of his accounts, the corruption which riddled that 
fund could have been nipped in the bud. The knowledge that such 
an inspection was any to take place might, in fact, have prevented 
him from even undertaking his depredations. 

Furthermore, the record shows that the scandalous commission 
agreement entered into between Saperstein and the insurance carrier 
in that case was not hidden from the authorities but was formally filed 
with the New York State insurance department. Yet that department 
did not see fit to take any action until the insurance company itself 
became nervous about the arrangement and sought a conference with 
the department on the matter. This led to its reduction from 10 
percent to the still exorbitant rate of 6 percent—after which the insur- 
ance contract was shifted to California, which permitted Saperstein 
to charge the rate of 8 percent. A fair rate in the case, considering 
the premium volume, would probably have been a fraction of 1 percent. 

The AFL-CIO can and will do its utmost to assure that high ethical 
standards are observed in the conduct of trade-union officers. But we 
believe that we have a right to expect and to ask of the public 
authorities some assistance in the form of a reasonable degree of vigor 
in the exercise of their responsibility to protect our programs, our 
members, and the public from vultures from the commercial insurance 
field who have been, in too many casse, the agents and carriers of 
corruption. 

Our resolution therefore calls for action at the State level to elim- 
inate the requirement of mandatory commissions where no agent or 
brokerage services are performed ; to establish standards of reasonable- 
ness governing commissions and other charges where such services 
are employed; to make State insurance commissions and departments 
more responsive to the public rather than the special interests of the 
industry they are supposed to regulate; and to bring about the exercise 
of more responsibility on their part for the integrity and ethics of 
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agents and brokers who operate behind the shield of licenses granted 
by the States than they have exercised in the past. It is disappoint- 
ing and, in the light of the record, rather shocking to note that—to my 
knowledge, at least—no State has as yet taken any definite action 
along those specific lines. 

Thirdly, and most relevant to this hearing, the resolution urges the 
enactment of legislation by the Congress to require annual reports to 
a Federal agency and public disclosure of the financial affairs of health, 
welfare, and pension plans, including the details of their transactions 
with outside insurance carriers and agents. We endorse and support 
the principle of compulsory disclosure, not as a punitive but as a pre- 
ventive measure and as an aid to the self-policing efforts of those who 
sincerely believe that the welfare of the intended beneficiaries of those 
plans is the dominant consideration. 

Corruption breeds in dark and secret places, where malefactors 
have the assurance that their acts will not be brought to light or ex- 
posed to scrutiny by those who are not a party to those acts. Further- 
more, there are many possible practices and conditions which, while 
stopping short of outright corruption, occupy a sort of dubious gray 
area of ethics. While such practices and conditions may compromise 
the integrity or detract from the efficient and economical operation 
of a health and welfare program they are not always amenable to 
correction through punitive or prohibitory legislation. Disclosure 
legislation would, however, be an effective preventive measure, for it 
would serve to deter not only those acts which everyone would harshly 
condemn but also those which some might question or criticize. It 
would, in other words, effectively stimulate and make more sensitive 
the conscience and sense of propriety of any person who exercises 
responsibility in the management of a health and welfare program. 

rdinary common sense should make it clear that mandatory filing 
and disclosure legislation is appropriate for Federal rather than State 
legislation. If every State should enact such legislation, which they 
cannot be relied upon to do, the many interstate and nationwide plans 
that exist would be faced with the burdensome and expensive necessity 
of filing and distributing as many as 48 separate and distinct reports, 
on as many different forms. The cost of compliance would constitute 
a heavy drain upon moneys which would otherwise be available for 
benefits, and would be detrimental to the best interests of workers 
and the public. The preparation and filing of reports with a single 
Federal agency, on the other hand, would be a relatively simple and 
inexpensive process. 

The AFL-CIO’s support and endorsement of legislation of the 
type described is conditioned entirely upon the premise that it must 
apply uniformly and equitably across the board to all types of health, 
welfare, and pension plans, regardless of whether they are admin- 
istered by unions alone, by unions and employers jointly, or by em- 
ployers alone; regardless of whether they involve the establishment 
of a formal trust fund or merely involve the transfer of money to an 
outside trustee or insurance carrier; and regardless of whether or not 
they are established on a so-called fixed-contribution basis or a defi- 
nite-benefit basis. Any distinction that some might seek to make as 
among these different types of plans with respect to the opportunities 
for abuse that exist and the need for the creation of effective safe- 
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guards is entirely without foundation in fact, self-serving, and de- 
structive of the objectives sought by disclosure legislation. Legisla- 
tion based upon such a false and odious distinction would be discrimi. 
natory in its application, imposing burdens and costs upon certain 
types of plans and not on others, and would thus have a punitive effect 
upon many programs, not because of any evidence or suspicion of 

doing but merely because of their particular structure. We 
wield therefore strongly oppose any effort to confine the scope of such 
legislation as might be enacted to plans which employ the medium of 
a jointly administered trust fund. 

Plans of this type are already the most closely regulated of any 
form of health and welfare plan. Under the Taft- Hartley Act, where 
a contribution is made by an employer to a fund established under 
trade-union auspices, the administration of the plan must be shared 
jointly by employer and union representatives, with paeriee for a 
neutral umpire. The law further requires the establishment of a 
formal trust, an annual audit of the fund and the public posting of 
the results. 

This contrasts quite sharply with the total absence of any specific 
legal regulation of that great majority of plans which are admin- 
istered unilaterally by employers, even where they require the pay- 
ment of substantial contributions into the hands of the employer by 
employees. In the case of employee payments into a management- 
controlled plan, no trust fund is required, no provision is made for 
employee representation, and the employer is not specifically required 
to give any accounting of what he has done with the employee’s money, 
much less his own contributions, if any. This, I might add, is one 
of the gross inequities and evidences of proemployer bias in the Taft- 
Hartley Act which we most strongly resent. 

If the Taft-Hartley requirements failed to detect and prevent cer- 
tain conspicuous instances of corruption that have been found, it is, 
I believe, primarily because the most significant abuses did not oceur 
in the specific area covered by the audit and disclosure requirements 
of that act. Nor were those abuses of a sort which arises out of the 
particular character or structure of jointly administered funds. They 
did not involve direct or outright theft or embezzlement from the 
funds held in trust, and an audit confined to the internal transactions 
of the fund as such would not reveal them. They could be found only 
in a detailed analysis and tracing of transactions which took place at 
a further remove, outside the fund, in the form of payments made by 
outside insurance carriers and agents: and, unless a detailed breakdown 
and identification of insurance premium and commission payments is 
specifically required, an internal audit of a fund may stop short of 
that point. That is why such breakdown is a basic, essential require- 
ment of an effective disclosure law. 

Investigations have shown that malpractices have most frequently 
arisen out of transactions with commercial insurance agencies and 
interests in the procurement of insurance services. Such transactions 
are in no sense peculiar to programs which employ the device of an 
intermediate trust fund. The abuses to which they lend themselves 
can take place with even greater facility, and less likelihood of dis- 
covery, where there is no ; formal trust but a simple conveyance of 
employee and/or employer contributions to an outside commercial 
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agency and where the representatives of the other parties at interest 
do not have an adequate opportunity to see what is going on. 

If it is to serve its purpose, legislation must be “effective in fore- 
stalling abuses in the operation not just of a limited minority of health 
and welfare plans but of all plans. According to estimates set forth 
in the final report of the Senate Labor Subcommittee on Welfare and 
Pension Funds, of all workers covered by some form of health and 
welfare plan, about 92 percent are under plans administered uni- 
laterally by the employer; about 7.5 percent are under jointly admin- 
istered plans; and about one-half of 1 percent are covered by union- 
administered plans. In the case of pension plans, 86 percent are 
under plans administered unilaterally by employers; 13.5 percent are 
under jointly administered plans; and one-half of 1 percent are under 
union-administered plans. Obviously, legislation confined to jointly 
or union-administered plans would leave the overwhelming majority 
of workers outside its protection. 

The particular types of actual or potential abuses that constitute 
the greatest problem are not confined to the very limited area of 
joint or union-administered plans. Unilateral employer-administered 
plans, whether they use the medium of a formal trust fund or not, 
are at least equally susceptible to kickbacks, conflicts of interest, and 
other abuses which arise out of the procurement of outside insurance 
services. Anyone who is at all aware of some of the less savory aspects 
and episodes in the history of the business enterprise system must 
surely know that unethical inducements to purchasing agents and 
procurement officers, split commissions, and other such practices did 
not suddenly spring into being in the relatively recent past when 
trade unions began to become involved in the administration of some 
health and welfare plans. 

As far as the insurance industry is concerned, such customs have 
an ancient, if not honorable, history. We have authoritative testi- 
mony for this in the form of a speech delivered by the chairman of 
the Second National Bank of Saginaw, Mich., before a convention of 
the Michigan Association of Insurance Agents in Detroit. on Febru- 
ary 21 of this year. The speech was entitled “American Business and 
Free Enterprise” and you may find the full text in the Congressional 
Record of February 26. It includes the following observation: 

And the American insurance man, too, has an interesting job—I found that 
out over 50 years ago when I was in the business. In those days, competition 
especially in the accident and health lines was of the cutthroat variety. You 
would go to bed a night wrinkled and withered and worn by your overexertions 
of the day, and just as you were drifting off into the alluring arms of Morpheus, 
one of your men would telephone you excitedly that your business was being 
“twisted” by the Golden Rule Casualty Co. (which you thought was a friendly 
competitor): “Twisting” and “rebating’ were everyday affairs. And quite 
similar conditions applied in life insurance too. 

We also have reliable authority for the view that time has not 
withered nor custom staled these practices. An editorial in the In- 
surance News of Boston, Mass., dated July 1, 1954, and entitled 
“Rebating—A Pernicious Disease” tell us that: 

Rebating is still widespread practice. It is a disease which has become 
pernicious. It drives many young men out of the insurance business. We 
have in mind the case of a young man who recently entered the life insurance 
business and on his first case was told by his client that his previous agent always 


returned 30 percent of the premium. Our young man had the character to 
refuse and thus lost the case 
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We need an awakening by the insurance men and the public so that we will 
recognize rebating to be what it really is—a criminal and immoral method of 
doing business—and this applies just as much to the agent or broker paying the 
rebate as to the buyer of the insurance who accepts the rebate. 

The Insurance News feels that in discussing this subject we are performing 
a service to the public as well as the industry since it follows that any insurance 
agent who will do a dishonest act in the form of rebating will also be dishonest 
in his other transactions both with his companies and with his insureds. 

Arguments such as these of the NAM that have been advanced 

ainst the inclusion of employer-administered plans within the scope 
of the disclosure requirement do not hold water. It has been inferred, 
for example, that even if corruption and abuses do exist in the opera- 
tion of such plans or in the procurement of insurance services by 
employers it is of no ligitimate concern either to employees or to the 
public. This theory can and should, I believe, be dismissed out of 
hand, without the necessity of any extended rebuttal for it is absurd 
on its face. 

It has been further suggested that the conditions, opportunities and 
inducements which lead to abuse simply do not exist in the case of 
unilateral employer-run plans. The fact is that the same conditions 
and opportunities exist. Investigations have found, for example, that 
one of the conditions most conducive to such abuses as kickbacks and 


excessive commissions and nonbenefit charges which consume the 
premium dollar exists where an agent or broker secures effective con- 
trol over the selection of the insurance carrier. This leads to the 
placement of the insurance contract, in too many cases, not with the 
best or most efficient carrier but the one which will pay the highest 
commissions or otherwise agree to the terms most advantageous to the 


agent himself, rather than the insured. 

On page 1256 of the printed hearings of the Senate Labor Subcom- 
mittee on Welfare aa Pension Funds there is the following testi- 
mony by Mr. Ralph Knoblock, second vice president of the Washing- 
ton National Insurance Co., who certainly should be in a position to 
know: 


Senator Doveias. Did you have the impression that there was a good many 
policies which are controlled not by the insured but by the brokers? 


Mr. Knosiock. I would say that the majority of them are controlled by the 
agent or broker. 


Senator Dove.as. Is that true of employer plans or primarily true of union 
plans? 


Mr. Knosiocxk. I would say it is also true of employer plans. 


But by far the most dangerous condition, which most surely invites 
corruption and abuse, is the condition of secrecy, and in this regard 
unilateral employer-managed plans are by far the chief offenders. 
Not a small minority but most such plans are guilty of refusing to 
make any really meaningful reports to employees, even where most 
of the money involved has been contributed by, and is by rights the 
property of employees themselves. This fact alone should be suffi- 
cient to support a contention that employer administered plans are, 
if anything, more rather than less susceptible to abuse than are jointly 
administered plans. This is further underscored by the failure of 
employer organizations, despite numerous invitations, to adopt any 
form of ethical standards equivalent to those adopted and enforced by 
the AFL-CIO and its affiliates. 
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To justify the principle of across-the-board disclosure, it is not neces- 
sary to rely upon an abstract assumption that corruption and mal- 
feasance can conceivably occur in the operation of employer-admin- 
istered plans. We know, within our own experience, that they have 
aired. 

In making this point, I do not ask that you simply accept our defini- 
tion of what constitutes “corruption and malfeasance.” I propose 
that we use the NAM’s definition, as set forth in an editorial which 
appeared in the NAM News early in May. Referring to jointly 
administered plans, the editorial stated that: 

Under this type of plan, the opportunities for corruption and malfeasance are 
wide open. Insurance contracts, if any, may be placed with favored companies 
or those offering the largest kickbacks. Union officers or their relatives may 
be installed as trustees or employees of the fund at high salaries. Money from 
the fund may be used to finance businesses, real-estate speculation, as loans to 
friends, or used in numerous other ways which are of no benefit to the employees 
who are supposed to be protected. 

Although the NAM refers here to joint plans, I believe that it would 
not be unreasonable to apply the same definition of “corruption and 
malfeasance” to the role of employers in unilateral plans. It will, 
I believe, be instructive to examine certain concrete cases in the light 
of these criteria. 

The NAM’s point that “insurance contracts may be placed with 
favored companies” can certainly be applied with equal validity to 
either unilateral employer-managed plans or joint plans. There are 
certain reliable tests which may be used to determine whether this has 
occurred. One is the absence of competitive bidding. Another is the 
existence of close ties, or self-dealing, between the insurance carrier 
and individuals who are in a position to influence the placement of the 
insurance contract. 

The application of these tests hangs the label of “corruption and 
malfeasance,” as defined by the NAM, about the necks of a number 
of substantial members of the NAM, such as, for example, the General 
Electric Co. The health-imsurance contract covering employees of 
that company, at least half the cost of which is paid for by the em- 
ployees themselves, was placed by management, acting unilaterally, 
with the Metropolitan Life Insurance Co., rejecting the union’s pro- 
posal that it be submitted for competing bids. Since this contract 
involves nearly $35 million in premiums annually, I am sure that any 
number of carriers would have been more than happy to submit 
attractive bids. 

There are, furthermore, close ties between Metropolitan and officers 
of GE who are, to say the least, in a position to influence the placement 
of the contract. Two members of the board of directors of General 
Electric, one of whom is chairman of the board, also happen to be 
directors of the Metropolitan Life Insurance Co. 

If these gentlemen were officials of a Government department 
involved in the procurement of insurance services, such a relationship 
would appear to violate the conflict-of-interests statutes as well as the 
statute Shieh requires competitive bidding in the placement of con- 
tracts, and I have no doubt that the Congress would demand their 
prompt removal from office. If they draw compensation or derive 
other personal financial advantages from their position on the board 
of the carrier from whom the company—largely with employee 
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money—purchases insurance services, then another ethical question 
arises. 

While I would not be so rude as to suggest that a reward in the form 
of an advantageous directorship has the character of a kickback, J 
believe that it would be entirely fair to point out how closely it 
parallels another criteria in the NAM’s definition of “corruption and 
malfeasance” if the term “management official” is substituted for 
“union officer” and “insurance carrier” for “fund” in the NAM state- 
ment that— 

Union officers may be installed as trustees or employees of the fund at high 
salaries. 

Furthermore, even though it involves the handling of many millions 
of dollars in direct employee contributions, the General Electric Co, 
has pursued a consistent policy of secrecy with respect to its manage- 
ment of the health and welfare plan. To cite the testimony of a repre- 
sentative of GE employees before the Massachusetts Senate committee 
on insurance: 


Never once in the 6 years of our existence did we get any information as to 
what the actual experience of these plans was. Never once did we get any 
information as to any dividends that were paid. Never once did we find out 
how the plan was operated on the financial level, what the costs were, whether 
our people were being undercharged or overcharged. 

The fourth interim report of a special commission established by the 
Massachusetts Legislature to inquire into the operation of health and 
welfare plans in that State also criticized the administration of the 
General Electric pension trust. It states that— 


On the basis of our studies to date we are seriously concerned, from the point 
of view of the public interest, with many exculpatory clauses found in the 


pension-trust indenture. 

It then went on to note that those clauses permitted investments 
of whatever character the trustees determined, regardless of any 
statutes, or court decisions restricting the class of investments for 
trustees generally. They provided for investment in the company’s 
own securities, the right of the trustees to vote stock held by the fund 
as they see fit, the right to be relieved of responsibility for their actions 
if they relied on the advice of the company’s counsel, the inspection 
of the accounts of the trust only by persons designated by the board 
or the company and relief of the trustees from all liability for such 
accounts, termination of the plan at any time by the board of directors 
of the company, and relief of trustees from accountability for benefits 
or distributions or other pecuniary or material profit or advantage 
received by them. 

The commission declared that it was “gravely disturbed” by the 
extent to which these clauses conflicted with the well-known “prudent 
man rule.” The NAM should also be gravely disturbed, for by the 
criteria contained in its editorial definition of “corruption and mal- 
feasance,” this constitutes one more count against one of its largest 
dues-paying members—namely that— 


Money from the fund may be used to finance businesses, real-estate speculation, 
as loans to friends, or used in numerous other ways which are of no benefit to 
the employees who are supposed to be protected. 

GE would therefore appear to be guilty on three counts under the 
NAM’s criteria. The standards of the AFL-CIO are considerably 
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more demanding. The conditions existing in GE’s plans would, if 
union officers were responsible, constitute violations of no less than 
seven of the ethical standards set forth in our convention resolution 
on health and welfare plan administration, 

I do not believe that I am being unfair to General Electric or to the 
NAM in citing this example. Besides, it is far more important for 
the Congress to be concerned with the fairness accorded to the intended 
beneficiaries and their families than to corporations or trade unions. 
It might be argued that a higher standard of conduct should be ex- 
pected of union officers than of corporation officials, or that the ethics 
of the market place tolerate practices which should be condemned if 
engaged in by public or union officers. With this argument I fully 
agree. Acts of avarice on the part of union officers are far more 
shocking to me than are similar practices on the part of corporation 
officials. 

But, for the purposes of this hearing, and the duty of Congress, that 
is entirely beside the point. The purpose of the Senate here is to 
develop legislation to protect the interests of the public and of bene- 
ficiaries in the honest and efficient operation of health and welfare 
plans. Those interests can suffer just as greatly, if not more so, from 
abuses, conflicts of interest, self-dealing, and acts of personal avarice 
on the part of employers, who control] the finances of most of those 
plans, as they can from similar acts on the part of union officers, who 
share with employers control of the finances of a few of those plans. 

So that it might not seem that I am singling out or attacking one 
company, I would like to offer a few more examples, involving even 
more obvious abuses on the part of employers in the administration 
of unilateral level-of-benefit plans that have some to our attention. 

Consider the case of the Eastern Massachusetts Street Railway Co. 
In 1944 this company installed a unilateral, employer-financed health 
and welfare plan. The health and accident benefits provided were 
meager then and are indefensibly so today, in the light of current 
medical costs and insurance benefit levels generally. The hospital 
room benefit rate, for example, is only $5 per day for employees and 
$3 per day for dependents. The union representing employees of the 
company has proposed that benefits be substantially improved through 
the substitution of Blue Cross coverage for the present insurance plan. 
The company has flatly refused, using—at one point, at least—the cost 
argument as a barrier to any improvement in the level of benefits, but 
denying the union’s request for a report on the actual cost of the in- 
surance plan during the past 5 years. 

Though many essential details concerning the operation of this plan 
are well known only to the top officers of the company, investigation 
by the union’s technical consultants did finally produce certain facts, 
pieced together from a number of different sources. They show that 
the health and accident insurance covering the employees was placed 
in 1952 with Eastern Mutual Insurance Co., which also handles the 
street railway company’s public liability and workmen’s compensation 
insurance. 

The Eastern Massachusetts Street Railway Co. is Eastern Mutual’s 
only policyholder, except for the nominal amounts of the directors’ 
qualifying policies, and as such owns and controls the insurance com- 
pany. On the other hand, a large and increasing amount of the re- 
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serves of Eastern Mutual consist of the shares of the Kastern Massa- 
chusetts Street Railway Co. In effect, therefore, though the plan 
has the technical form of an insured plan, it has the basic attributes of 
a self-insured fund—though its investments in the company’s own 
securities raise questions of propriety, sound management, and the 
issue of its use as a device for the perpetuation in control, and for the 
personal profit at the expense of minority stockholders of the top 
officers of the street railway company. 

Until the 1956 annual report, no mention of Eastern Mutual appears 
in the street railway company’s annual reports to stockholders. The 
3 top officers of the street railway company are also the 3 top officers 
of the insurance company. The one office of Eastern Mutual is located 
in the offices of the street railway company. The only salaries paid b 
Eastern Mutual are paid to these three officers, who also draw full- 
time salaries from the street railway company, plus a “claims man- 
ager.” Those salaries in 1956 totaled $95,000. 

Total premiums paid to Eastern Mutual in 1956 amounted to $670,- 
510. The amount of dividends paid back to Eastern Massachusetts 
Street Railway by Eastern Mutual was $400,839. The net premium 
cost in 1956, therefore, was about $270,000. The 1956 annual report, 
incidentally, carries a note to the effect that : 

Dividends received exceeded the net income of the insurance company by 
$88,000 in 1955 and $75,000 in 1956. Dividends have been applied as a reduction 
of operating expenses in the income account of the railway company. 

This surely seems a rather unique, if not startling, way for an in- 
surance company to operate. 

These figures show that the salaries paid to 4 people, including the 
3 top officers, alone consumed about 35 percent of the net premium 
cost in 1956. Total administrative expenses of $136,000 constituted 
about 50 percent of the net premium cost. 

I do not think that it should be necessary to belabor the point that 
more economic insurance coverage and better protection for the 1,100 
employees involved in this case could be readily obtained elsewhere, 
through competitive bidding or otherwise. 

On the basis of those facts, viewed in the light of the NAM’s edi- 
torial criteria, the Eastern Massachusetts Street Railway Co. appears 
to have earned the right to wear the NAM’s badge of “corruption and 
malfeasance.” The multiple infractions of the AFL—CIO’s code of 
ethics are also readily apparent. 

But aside from any question of corruption, this case clearly illus- 
trates the fallacy of proposing that unilateral, employer-financed and 
managed level-of-benefit plans be excluded from the scope of a dis- 
closure statute. It shows how the interests of employees can suffer 
in competition with the personal and corporate interests of company 


officials under such a plan, where the effect is to freeze the employees: 


to a grossly inferior scheme of benefits under the force of considera- 
tions other than the welfare of the beneficiaries and their families. 


With respect to the next case, I would prefer—if it is agreeable to: 


the subeommittee—to withhold the name of the company concerned. 
It involved a lawsuit which was dropped after a compromise settle- 
ment through collective bargaining, and I do not want to expose the 
union to the charge of attempting to revive the specific controversy 
now, after peaceable relations have been restored between the parties. 
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The facts in the case do, however, provide a good illustration of the 
need for an across-the-board approach to disclosure legislation, and 
I offer them for that purpose only. 

The company is a large firm on the west coast. It had instituted a 
unilateral group life-insurance plan covering its employees, the cost 
of which was borne by the ihre themselves and withheld from 
their wages by the employer at the rate of 73 cents monthly per 
$1,000 of life insurance coverage. The company originally claimed 
to be paying part of the premium cost, but later conceded that it was 
not. Prior to the 1952 negotiations, the union obtained a bid from 
another insurance carrier which offered to provide the same coverage 
at the rate of 60 cents per thousand. When the union proposed that 
the plan be transferred to the other carrier at the 60-cent rate, the 
company representatives ridicule the proposal, declaring that the 
actual cost of the present plan, based on past experience, was only 
43 cents per thousand. This raised the obvious question of what had 
happened to the difference between the 43 cents and the 73 cents per 
thousand that the company had been withholding from the wages 
of the employees. According to the union’s best estimates, this would 
total about $600,000 over the period since the plan was instituted by 
the company. 

The union promptly demanded an accounting and some of its mem- 
bers filed suit to secure the facts. The company refused to divulge 
any further information. As a result of this and other issues, a strike 
occurred. Finally, through negotiations, the company agreed to take 
over the entire cost of the insurance plan. The suit was dropped 
and the company has yet to give any accounting of its handling of the 
insurance program. 

Another significant element in this case is the fact that a repre- 
sentative of the insurance brokers who handled the placement of 
the insurance contract was a member of the board of directors of the 
company. There may be something about this, as an employer prac- 
tice under unilateral plans, which makes it more ethical than the 
receipt of a brokerage commission by a union trustee of a joint plan, 
but if there is, I must confess that the distinction is too subtle for me. 

The next example that I would like to put before you arises out of 
a bankruptcy case now before the United States District Court in 
the Western District of New York, involving the Reed Glass Co., Inc., 
of Rochester, N. Y. A collective-bargaining agreement between the 
company and the union provided for life, accident, and health-insur- 
ance benefits to be ceomtaed to all employees, on a contributory basis, 
with the administration of the plan to be handled by the company. 
In accordance with this provision, the company purchased insurance 
policies from the Equitable Life Assurance Association, a part of the 
cost of which was to be paid by payroll deductions from employees 
and the balance to be paid by the company. 

Upon this company’s bankruptcy, it was found that the company 
had failed to convey to the insurance carrier a total of $2,991.14 which 
it had withheld from employees’ wages for the payment of the insur- 
ance premiums. The company had also failed to transmit to the 
Insurance company the contributions due from it, amounting to 
$2,498.84, to meet the remainder of the cost of the insurance premiums 
which should have been paid. 
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As a result of the company’s delinquency, the insurance company 
had terminated the group policy, without the knowledge of the em- 
ployees, as of July 1, 1956. The company went into bankruptcy on 
August 31, 1956. During the interim period about $9,600 in claims 
arose which were not paid because of the termination of the policy 
by Equitable. In order to bring about the payment of these claims 
to the employees involved, the union itself paid, from its own funds 
the amount of the Reed Glass Co.’s delinquency, totaling $5,489.98, 
The union is now suing to recover this money from the trustee of the 
bankrupt firm. The bank account of the bankrupt firm is far in ex- 
cess of the amount of the claim. 

The collective-bargaining agreement also made provision for a pen- 
sion plan, to become effective not later than January 1, 1955. The 
agreement stipulated certain definite pension benefits that were to be 
pi aid to retired employees and provided that the plan was to be effec- 
tuated either by trust agreement with a trustee or by a contract with an 
insurance company. The administration of the pension plan and its 
financing was left in the hands of the company, subject to the stipula- 
tion that the specified benefits must be paid. 

In accordance with this provision, the company entered into a con- 
tract with the State Mutual Life Assurance Co. of ae to 
fund the plan on a so-called deposit-administration basis, whereby 
certain sums were to be regularly deposited with the insurance com- 
pany for use in the purchase of annuities upon the retirement of 
covered employees. As of the date of the bankrup ‘tey, a total of 
$64,434.80 was due from the Reed Glass Co. to the insurance con pany 
for ‘the funding of the plan in accordance with the agreement and the 
insurance contract. No part of this amount was ever paid to the 
insurance company. 

As of the date of the Glass Co.’s bankruptey, 15 employees had 
reached retirement age and would have been entitled to receive 
monthly benefits under the pension plan if the required payments 
had been made to the insurance company. Unless, and except to the 
extent that, the amount of the cost of the annuities that would be 
needed to pay the benefits which these individuals had earned by 
their service with the company, can be recovered from the remains of 
the Glass Co., these employees will have suffered a crushing loss as 
a result of the company’s delinquency and breach of faith. 

Whether you choose to call this company’s retention of the sums it 
deducted from employees’ wages, and its failure to pay the sums it 
was obligated to pay to finance the benefits, embezzlement, conversion, 
or a breach of faith, the e mployees were the v ictims. It is impossible 
for me to understand how, in the light of a case suc +h as this, anyone 
could honestly and sincerely maintain that employer-administered 
level-of-benefit type plans are immune to abuses which adversely 
affect the interests of employees so as to justify their exclusion from 
the scope of protective legislation. 

Turning now to the specific bills that are before this subcommittee, 
the Douglas-Murray-Ives bill (S. 1122) most nearly meets the ob- 
jectives for Federal legislation spelled out in the AFL-CIO’s con- 
vention resolution dealing with this matter. The bill (S. 1145) intro- 
duced by Senators Ives, Smith, and Allott on behalf of the adminis- 
tration—while in agreement with the principles of S. 1122 in its most 


’ 
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jmportant respects—would leave too broad and vital an area to the 
discretionary authority of the Secretary of Labor, and is not strong 
enough, in our opinion, in its enforcement provisions. F urthermore, 
it makes no provision for a representative Advisory Council, which 
we regard as an essential element in this legislation. The Sec retary 
of Labor, earlier in these hearings, has indicated the administration’s 
concurrence with the need for revisions in its original bill so as to 
strengthen it in these respects, so that there would seem to be no very 
substantial points of difference remaining as between the administra- 

tion and those who support the general approach of S. 1122. 

While we strongly endorce the main provisions of 5. 1122, we do 
not believe that the Securities and Exchange Commission is the most. 
desirable or appropriate agency to be assigned the responsibility of 
administering the program. In our opinion, it can be best admin- 
istered by the Department of Labor. Legislation affecting employee 
health and welfare plans is essentially a - labor- -management matter. 
Furthermore, the Labor Department is charged with the promotion 
of the welfare of wage earners, and the assignment of this responsi- 
bility to that Department w ould be more consistent with the real 
central objective of the legislation—that is, the protection of the 
rights and interests of the beneficiaries as well as the public. We 
therefore urge that the Secretary of Labor, rather than the Securi- 
ties and Exe hange Commission or any other agency, be designated as 
the agency to administer the act. 

In enacting legislation of the type that we have here proposed and 
endorsed, the Congress will be performing a great service to the work- 
ing people of this country, whether they are union members or not, 
as well as to the public at large. Such legislation will serve not only 
as a safeguard against dishonest practices but also as a stimulus: to 
improvements in the efficiency and effectiveness of health imsurance 
and pension plans generally. The AFL-CIO will cooperate in every 
possible way in helping to assure that such legislation proves, in oper- 
ation, to be a fair, efficient, and beneficial mechanism. 

Senator Kennepy (presidi ng). Senator Murray. 

Senator Murray. I have no questions, but I would like to commend 
Mr. Meany for the very able and effective statement which he has 
rendered here this morning. I am clearly convinced that he will be 
of great assistance to us in studying the problems here before us. 

Senator Kennepy. Thank you, Senator. 

On the Eastern Massachusetts case, it seems to me that this sub- 
committee or the McClellan subcommittee has an obligation to go 
into this in more detail, because it appears that not only are the em- 
paves being shortchanged, in the sense that they were denied these 
enefits because the company stated the cost would be too great, but 
also the lesser stockholders, at a time when the three leading officials 
of the company were on the payroll of this surance company and 
not performing any extensive services, and were also getting a full 
salary from the Eastern Massachusetts Co. 

So I think both from the stock holders’ point of view, the lesser 
stockholders, and the union point of view, that this was an improper 
relationship that existed between the insurance company and the Kast- 
ern Massachusetts, and I think either this subcommittee or the Mc- 
Clellan committee should go into more detail on it. 

(A report of a staff investigator of this matter appears on p. 208.) 
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Mr. Meany. Yes. Of course, I was confining myself here to the 
application of this to the legislative problem we have of seeking dis- 
cate legislation as a protection to these funds. 

Senator Kennepy. Senator Ives. 

(Supplemental views of Mr. Meany relating to this matter appear 
on p. 206.) 

Senator Ives. Mr. Chairman, I want to commend Mr. Meany, to 
begin with, for the very fine presentation he has just made. 

There are a few points I would like to inquire about. 

In the first place, Mr. Meany, when you said you preferred to have 
the Secretary of Labor handle the administration of this, do you want 
to have it done in the Labor Department ? 

Mr. Meany. I think so; yes. 

Senator Ives. And not a special agency ’ 

Mr. Meany. Well, we haven’t given that any great thought, whether 
this would require a special agency or whether the Labor Depart- 
ment has the machinery now that could be used for this. But I think 
it should go to the Labor Department because of the fact that, No. 1, 
the purpose of these plans is to help the workers, I mean in pensions 
and welfare, and so on. That is the prime purpose of them. Sec- 
ondly, most of them come about through collective bargaining, 
through the exercise of the labor-management function. 

Now, all of these things are right in the Labor Department’s setup. 

In other words, they are charged with the welfare of the workers, 
they are concerned with labor-management relations, and we cer- 
tainly feel that they would be best qualified to see that these laws 
were administered, whatever laws were enacted, especially disclosure 
legislation, because they do handle now reports of all kinds from 
unions. 

Senator Ives. That is what they are supposed to do under the 
Taft-Hartley Act. 

Mr. Meany. Yes. 

Senator Ives. The point is that there are no enforcement provisions 
in the Taft-Hartley Act to carry that out, as you know. 

As you know also, I daresay, it is estimated that there are somethin 
like 250,000 plans of one kind or another. A special subcommittee o 
ours estimated there were about 500,000. I believe it has been esti- 
mated now by the Department of Labor that there are 250,000 plans, 
which is a large number—if you include all plans, and apparently you 
do—you make no exception anywhere, whether they are company- 
administrated or joint or union, it doesn’t make any difference. 

Mr. Mrany. No. 

Senator Ives. And I agree with you, I think they should also be 
included. 

Let me ask you this: Under the bill that you are talking about, 
S. 1122, that is the one introduced by Senators Douglas, Murray, and 
myself, in the administration under that it goes a little further in 
detail than the Department’s bill. 

Now, have you seen the new Department bill, 2175? You had better 
get a copy of it, because the Secretary came up here and expounded 
about it to us. I introduced it right after that and that is the new 
number. 

Don’t look at it now. Wait until you get back. 

I am not going to ask you anything in particular about it. 
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But it contains what I think the Secretary feels are the best parts 
of S. 1122 and S. 1145. 

Mr. Meany. 8S. 1145. 

Senator Ives. And that is in the new bill. 

Now, obviously, as a committee, it looks to me as if we are going to 
have to write a committee bill, because we can’t take any of these bills 
as we find them and put them into operation. 

So I think you would do all of us a great favor if you would go 
over S. 2175 and make such suggestions as you would like to make, 
because I think that bill comes more nearly to what we are after than 
the other bills we now have before us. 

That is all I have. 

Mr. Meany. I would be glad to do that, Senator. (See p, 204.) 

Senator Kennepy. Senator McNamara. 

Senator McNamara. Senator, I only join in complimenting Presi- 
dent Meany on this fine presentation. Iam sure it is, as has been said, 
very helpful to the subcommittee. 

I am a little bit astonished at the apparent uniformity in State 
regulations as applied, since all of the States, according to your state- 
ment, are making mandatory that commissions be paid. 

Are there no exceptions? 

Mr. Meany. I don’t think so. I may be wrong in that, but I know 
of no exceptions. 

Of course, you know how that comes about, because an awful lot of 
State legislators are in the insurance business. 

Senator McNamara. Yes; I am sure of that. 

Mr. Meany. In fact, we used to say in New York State that any 
legislator who was out of work automatically was in the insurance 
business. 

Senator McNamara. Are they organized ? 

Mr. Chairman, the percentage of the plans that are administered 
totally by the employer is given at 92 percent. That is an astonishing 
figure tome. I would assume that there were many more that were in 
other categories. 

Mr. Meany. That is health and welfare? 

Senator McNamara. Yes; 92 percent of health and welfare, and 86 
percent pension plans. 

Mr. Meany. Yes. 

Senator McNamara. Do you have a breakdown of the number of em- 
ployees covered in these last categories ? 

Mr. Meany. I haven’t got it here, but we have that, yes. 

Senator McNamara. Mr. Chairman, I think it would be very help- 
ful to the subcommittee if we had such a breakdown showing the 
number of employees covered in these various categories. 

Senator Kennepy. Mr. Meany, if you could send that to us, we will 
place it in the record after your testimony. 

Mr. Meany. I think you have already got it in your own records, in 
the Douglas reports. 

Senator McNamara. I think our staff has it. But apparently since 
you have gone to so much trouble to check these figures and percentages 
involved, I am sure it would be very helpful if we had the accompany- 
ing figures to show the coverage. 

Mr. Meany. We will get them for you. 

(See p. 205.) 
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Senator McNamara. Mr. Chairman, I think that is all the questions 
1 have at this time. 

Senator Kennepy. Senator Purtell. 

Senator Purreii. I do want to thank Mr. Meany for coming here 
and giving us an opportunity of having his testimony. 

I believe, Mr. Meany, as Senator Ives has said, a study of S. 2175 
would probably reveal that it meets almost all those points that you 
brought out in your testimony. 

I believe that you will find it to be the case. 

Mr. Meany. We don’t hold any brief for any particular bill. We 

want the protection, and we want it as broad as we possibly can. The 
only reservation I make in a bill i is that in giving us protection that 
it shouldn’t be so rigid that it is going to hamper the actual operation 
of the plan. 

Senator Ives. It is my belief that S. 2175, you will probably find, 
will do what you ultimately intend to do. I don’t know that that is 
the w way the bill will come out of the committee, but I think basically 
it is what you need to meet the needs. 

Senator Gotpwater. I have just a few questions. 

First, I want to thank the chairman for allowing me to sit in on 
this meeting and partic ipate. 

Mr. Meany, in your testimony you advocated covering all plans. 
Now, did you include in that the profit-sharing type of plan that is 
in operation today? I am not acquainted with the exact details of 
it, but as I understand it, you can take 25 percent of your gross profit 
before taxes as long as it doesn’t exceed 15 percent of the payroll and 
apply that to a profit-sharing retirement plan. 

Mr. Meany. I don’t care how the worker gets the benefits, whether 
he gets them in annuities purchased or profit sharing or he gets shares 
of stock, I want his interests protected. So I would include that 
type of plan, although I haven’t covered it. 

Senator Gotpwarter. I don’t know if you are acquainted with it, 
and I wouldn’t want to press you for a full answer here. I would like 
you to have your staff look into that because today those funds are 

rather adequately policed by the Internal Revenue Department. 

Mr. Mrany. If they are adequately policed by Internal Revenue, 
that would suit us, as Jong as the worker has the protection. 

Senator Gotpwater. That ismy opinion. Could you ask your staff 
to give that a look at, because that will certainly come up? 

Mr. Meany. Yes. (See p. 205.) 

Senator Gotpwater. One other thing I wanted to ask you about, 
and again, I don’t ask you for an answer here, but I would appreciate 
getting one from you and your sts aff. I have introduced a bill S. 1818 
in this same field, and on page 8 of that bill, on line 22, I say. 

The detailed basis on which such payments are to be made is specified in a 
written trust agreement with the employer, which agreement shall provide— 


and then I list a number of things, and down on page 4 I list this: 


For payment or enjoyment of benefits by all persons on whose behalf contribu- 
tions to the fund are made without discrimination on account of membership, 
length of membership, or nonmembership in any labor organization. 


Now, the reason I would like you to give us an answer on that, when 
you have time to study it, is that we will pursue this particular point 
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as we get into final writing of legislation. You find it on page 4, 
line 15. 

Mr. Meany. Well, I will study it, but I will say now that if it is 
designed to see that each worker gets his benefit without discrimina- 
tion, provided it is not designed to discourage membership in the 
union. 

Senator Gotpwarer. No. 

Mr. Meany. If it is mer ‘ely designed to see that every worker gets 
what is coming to him, whether he belongs to the union or not, I 
am for it. 

Senator GotpwateEr. I don’t think you will find general abuse in 
the field, but I think there is sufficient abuse. 

Mr. Meany. I will take a good look, and I will write you about it. 
Offhand I don’t see any reason why a pension or welfare plan should 
be denied a worker just because he leaves the union. 

Senator GoLpwATER. He either is a member or not a member, either 
one. Soif you could give us an answer on that, I will appreciate that. 
(See p. 206.) 

Just one other general question: I notice throughout your testimony 
that you refer to the responsibility of the States in this general area. 
Do you advocate the Federal Government taking over the policing of 
these plans or that it be retained by the States? 

Mr. Meany. Well, we advocate the Federal Government writing 
legislation, what we term disclosure legislation, and seeing that it is 
adhered to. 

Now, I think, frankly, that this can be argued logically this is a 
State matter, but No. 1, the States have not done anything about it, 
and No. 2, you are faced with the possibility of getting diversification 
of different regulations in the various States, which would put a bur- 
den on some of these plans, but we have been asking the States through 
public statements for several years, not just a year or two but going 
back. Both the CIO and the AFL prior to the merger had come up 
without consultation with almost identical propos: als on disclosure 
legislation. Now, they were directed toward the States. Some of 
the States have taken some action, very, very few, but none of them 
have come anywhere near the standards that we have set up for the 
protection of our own members and for the control of our admin- 
istered funds, as well as jointly administered and employee-admin- 
istered funds. 

Senator, there is only one objective we have got in this and that is 
to protect the money that belongs to the people that worked for it, 
because in the final analysis even where there is no union involved 
and where the money is put in by the company solely, you find that it 
bears a relation to wages. In some cases it is put in by the company 
in lieu of a wage rise and i in some cases it is put in per haps to discour- 
age the workers from joining a union which might result in wage 
raises, but no matter how you look at it that money is there for that 
purpose and it belongs to ‘those workers, and we want to protect it. 
We want to protect it from avaricious union officials, from dishonest 
union officials, from avaricious and dishonest insurance agents or serv- 
ice agents, or ae else who comes into the picture. 
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Senator GotpwaTer. I couldn’t agree with you more. I think that 
is the purpose that all of us have who are interested in this field. The 
question, of course, is, How can it be best done? 

I was going to ask you about the efforts of the CIO-AFL in pressing 
the State legislatures to act in this, but you have answered that already, 
Can I infer then from your testimony that your organization is offi- 
cially asking the Congress to legislate in regard to the protection of 
welfare and pension funds? 

Mr. Meany. That is right. 

Senator Gotpwater. That is all, Mr. Chairman. Thank you. 

Mr. Meany. Pardon me, Senator, if you look at this little pamphlet 
we have got here, you will find that in it there are seven specific regula- 
tions which we asked the States some time ago to enact. 

Senator Kennepy. Mr. Meany, have you had any success? You 
have made reference to making recommendations to some of the States, 
Have you had any success since you have made them to the States? 

Mr. Meany. No great success. As I say, there have been efforts 
made by the States, but in no case has any new State law on this 
subject come up to the standards that we feel are necessary to protect 
our people. 

Now, of course, in the final analysis even full disclosure legislation 
doesn’t guarantee that something won’t go wrong and somebody will 
go in and put his hand in the barrel, But we feel that it certainly 
will discourage the type of things that we have seen, and we feel 
in the case of some of these cases that have come to light before the 
Douglas committee and some of these matters that have come before 
the McClellan committee, that they obviously would have been pre- 
vented by disclosure legislation. Either the person guilty would 
have hesitated to take the action, or if he did we would know it so 
promptly through the fact that a report was filed through the Secre- 
tary of Labor or some other Government agency that we could stop it. 
Some of these things went on for several years. In fact, the Douglas 
committee came up with something that we knew nothing about, and 
that put a stop to a deal that could have gone on for many more years. 

You see, we don’t have subpena power. We don’t have the subpena 
power that congressional committees have, and no matter how much 
of a staff we put on these things, trying to regulate them, we get up 
against a blank wall at times when we can’t get the information, But 
we do feel that if this information is available to the public, not just to 
us, but to the public, that it certainly will discourage a lot of these 
schemes that have been used. 

Now, they have schemes where they use a service fee. I mean, 
they give an agent, not only a premium and he gets his commission, 
but then they hand out a service fee. Well, we want to know what 
that service fee is. We want to know where that dollar goes and what 
he does for it. 

As I pointed out here, in one of these cases where there was as high 
as a 10-percent commission, and finally reduced to 8 percent, that the 
cost involved and the type of plan it should have been less than 1 
percent. 

Now, this idea of being forced to pay a commission for the place- 
ment of insurance to me doesn’t make a great deal of sense. It is 
based on the idea, of course, that the insurance company goes out 
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and seeks this business, drums up business, and I mean, the agent 
has to go out and run around and get people to buy it, but in most of 
the cases the employer and the union as a result of collective bargain- 
ing come up with a welfare plan, and as you know, a good many of 
these came about during the war when the War Labor Board clamped 
down because of the war condition and the necessity to fight inflation. 
A lot of these things came about sort of in the way of deferred wages, 
because the Board ruled very early in the game that funds put aside 
for health and welfare and pension plans were not inflationary. In 
other words, they weren’t going to go into the economic bloodstream 
of the Nation. They weren’t going to cause prices to go up. 

So when these plans come about, they generally come about by the 
union and the employer working on an agreement. Then they set up 
a joint committee, or unilaterally, they go out and they seek the in- 
surance company. The insurance company doesn’t have any real cost 
of acquisition, outside of perhaps having their accountants write 
down an estimate sheet of costs and things like that. So why should 
there be this mandatory commission ? 

Senator Kennepy. Mr. Meany, these recommendations of the con- 
stitutional convention were made in December 1955; it is now 1957 and 
yet you report that you haven’t seen any major improvement? 

Mr. Meany. Senator, these are really a merging of the separate 
actions that were taken by both the ALF and CIO right after the 
Douglas subcommittee exposures, which came some months before this. 

Senator Kennepy. What I am trying to get at, since then you 
haven’t seen any, or is it your opinion that you haven’t seen any 
substantial progress made by the States? 

Mr. Meany. No substantial progress. In most States, no progress 
at all. 

Senator Kennepy. If that is true, Mr. Meany, and yet on the other 
hand you don’t suggest that we in the Congress should attempt to 
regulate or eliminate these practices through legislation, do you see 
any hope that these State legislatures which have not been responsive 
to your previous suggestions or suggestions of disclosure of the Doug- 
las subcommittee are going to do a better job in the future; is that 
why you feel we shouldn’t move into it? 

Mr. Mrany. No. 1, I don’t feel we are going to get the action from 
the States anywhere near as quickly as we would like it, and actually 
the disclosure legislation we feel should be national. I mean, there 
are other things the States can do. 

Senator Kennepy. You go further and attempt to limit some of 
these practices that some States limit but most States do not, which 
are covered by your recommendations in 1955. 

Mr. Meany. Well, certain practices should be perhaps controlled 
and eliminated, but after all embezzlement and fraud are against the 
law in every State, and what we are doing here by asking Congress 
to require public disclosure will certainly help us in getting State 
action on embezzlement and fraud and things of that type, which 
are against the law anyway. 

Senator Kennepy. The point I was trying to make was that there 
Is NO sense in everyone talking to us about States rights and leaving 
these things to the States unless the States themselves meet their re- 
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sponsibility. You have indicated that in this case they have not as 

yet. So it seems to me, while I would agree that we should move 
with great care, and I would much rather have the States do it, it 
seems to me it is incumbent upon them to take action. ! 

Senator Purrett. Mr. Meany, you have pointed out, as the Senator 
has indicated, the legislation should be enacted by the Congress of 
the United States requiring annual reports of public disclosure. In 
other words, I think there is no question about the committee’s agree- 
ment about the need for disclosure. In your statement you say the 
law should be adopted and administered at the Federal level rather 
than through a multiplicity of State agencies. You have explained 
why, and given very good reasons. 

Would you have any objection if the administration of the act as to 
disclosure be at the State level if it met the Federal requirements? 

Mr. Meany. No. So long as it met the Federal standards, there 
would be no quarrel about that at all. 

Senator Kennepy. I want to thank you very much for your testi- 
mony and for appearing before our subcommittee. 

Mr. Meany. Thank you, Mr. Chairman. 

(The following supplemental material was later supplied for the 
record :) 
JUNE 17, 1957 

Dear SENATOR KENNEDY: In the course of my appearance before the Sub- 
committee on Welfare and Pension Plan Legislation on June 11, several of the 
Senators present requested that we study certain specific aspects of the pro 
posed legislation and convey to the subcommittee the views of the AFL-CIO on 
these matters. We have given these questions careful consideration and the 
following comments represent our studied opinion: 

1.8. 2175 

Senators Ives and Purtell requested our views on 8S. 2175, introduced by Senator 
Ives on behalf of the administration. In our opinion, all of the changes in 
the original administration bill that are embodied in S. 2175 are distinct im- 
provements. The resulting measure is much superior to the original version, S. 
1145, and comes close to meeting the objectives sought by the AFL-CIO. 

However, there are still certain important respects in which the bill needs 
to be strengthened and improved. First, we believe that at least certain mini- 
mum specifications as to the nature of the information required to be reported to 
the Secretary, under section 104 (c), should be stated in the legislation. In 
our opinion, this is the essence of the measure, and its success or failure may 
well depend upon the character and adequacy of the information that is filed 
and disclosed. This involves certain fundamental policy questions upon which, 
we believe, the Secretary needs the guidance of the Congress. The public as 
well should receive from the legislation itself at least some minimum assurance 
on this point. Over and above the required information specified in the act, 
the Secretary should, of course, have the authority to require to be reported 
additional information as he sees fit. 

In our opinion, the specifications as to the nature of the report as set forth 
in section 6 (c), (d), and (e) of the Douglas-Murray-Ives bill should be 
adopted by the subcommittee and incorporated in the legislation. 

Second, the disclosure provision, as set forth in section 106 (a) and (b) is 
still somewhat ambiguous. While it might be unduly burdensome to require a 
plan to furnish all beneficiaries with a copy of the full report, so that an ab- 
breviated or summarized report for regular distribution to beneficiaries by the 
plan would be justified, it should be made clear in the legislation that interested 
parties are to have access to the full report when they so desire. The lan- 
guage of section 106 (b), “information contained in the reports”, might be 
taken to mean that something considerably less than the full report would sat- 
isfy the intent of the measure. 

Third, we believe that provision of an advisory council, such as that set 
forth in section 8 of S. 1122, is an important, necessary and desirable element in 


such 





WELFARE AND PENSION PLANS LEGISLATION 205 


this legislation. S. 2175 does not provide for such a council. The advice and 
opinion of a representative body of informed persons serving as a statutory 
advisory council, would be of considerable aid to the effective and realistic 
administration of the act, and to the formulation of further legislative pro- 
posals and recommendations that might flow from the experience gained from 
the operation of reporting and disclosure legislation. 

If the final legislation drafted by the subcommittee were to cover the three 
points spelled out above, within the framework of S. 2175, the resulting measure 
would in all essential respects meet the objectives of the AFL-CIO. 


29. Employees covered by different types of plans 


Senator McNamara requested me to furnish the subcommittee the approxi- 
mate number of employees covered by different types of plans, as represented by 
the percentage figures set forth in my statement. Those figures, as I indicated, 
were taken from page 14 of the final report of the Subcommittee on Welfare 
and Pension Funds of the Senate Committee on Labor and Public Welfare. 

According to that report, there were, at the end of 1954, about 12.5 million 
employees covered by pension plans. Applying the percentage figures to this 
number yields the following breakdown with respect to pensions alone: 


| 
Type | Percentage | Number of 
| employees 
steiieinn sateen careening cepa tile tinea cicada ch tina tcandia snares tical tit ich tessa iecec ligne titi teaiilitialinas 
Employer administered __ +S Soe a gai dt IAS 86.0 | 10, 750, 000 
Jointly administered ; Zid sce ; 2 13.5 | 1, 687, 500 
Union administered - -- ee Z een Saket bdited ac | 6 | 62, 500 


Total___. we MGS ter sere reat I -| 100.0 12, 500, 000 


With respect to health and welfare plans, the largest number of employees, 
31.3 million, were covered by hospitalization plans, as of the end of 1954. The 
lesser numbers covered by other types of life insurance or health benefit ar- 
rangements, as shown on page 11 of the report, may be assumed to be included 
within the total shown for employees covered by the most common type of bene- 
fit hospitalization. The use of this figure, therefore, as the total number of em- 
ployees covered by health and welfare plans of various types, yields the fol- 
lowing breakdown : 


Type Percentage Number of 

employees 
Employer administered : ; 92.0 28, 796, 000 
Jointly administered 7.5 2, 347, 500 
Unien administered 5 156, 500 
Total... 100. 0 31, 300, 009 


The estimates set forth in the report of the Subcommittee on Welfare and 
Pension Funds are the latest and best that seem to be available. While they are 


in the nature of rough estimates, we have no information that would contradict 
or improve upon them. 


8. Profit-sharing plans 


Senator Goldwater requested that we study the question of including profit- 
Sharing plans within the scope of the reporting and disclosure requirement and 
advise the subcommittee as to our views. We have no objection to the exclu- 
sion of profit-sharing plans which have as their purpose the disbursement of 
immediate cash benefits. However, so-called deferred profit-sharing plans which 
pay pension benefits on retirement should, we believe, be included. 

The purpose of disclosure legislation is to aid in the protection of the integrity 
of money allocated for the provision of health, welfare, and pension benefits. For 
this purpose, reporting and disclosure are necessary regardless of whether the 
source of the money is a profit-sharing formula, a fixed contribution, or the 
Payment of premiums or their actuarial equivalent. In fact, some deferred 
profit-sharing plans have been established not primarily as a means of enabling 
employees to share in the process of the firm’s operations but as a means of 
avoiding a commitment to maintain a pension plan on an actuarially funded basis 
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and the payment of the substantial past service liability which this usually entails, 
Furthermore, the exemption of deferred profit-sharing plans from the scope of 
the legislation would open a large loophole through which plans might, by con- 
verting to such a basis, escape the proper application of the law. 


4. Discrimination on account of membership or nonmembership 


Senator Goldwater also requested our considered opinion of one section of his 
bill, S. 1818, which states that a trust agreement must expressly provide for 
payment or enjoyment of benefits by all persons on whose behalf contributions 
to the fund are made without discrimination on account of membership, length 
of membership, or nonmembership in any labor organization. 

We agree with the principle that employees for whose benefit contributions 
have been made should receive the intended benefits without discrimination, 
In fact, the ethical standards set forth in the AFL-CIO convention resolution 
which I submitted to the subcommittee state this principle as follows: 

“The provision of the plan governing eligibility for benefits should be ‘iesigned 
to include, as nearly as practicable, all workers on whose wages any substantial 
contribution has been paid, whether such contribution was withheld from their 
wages or made on their behalf by their employers.” 

However, we disagree with the necessity or desirability of including a pro- 
vision such as the one to which Senator Goldwater referred in such legislation 
as might be adopted by the subcommittee. In the first place, the present Na- 
tional Labor Relations Act as interpreted by the NLRB and the courts (as, for 
example, in the Jandel Fur case) already forbids such discrimination. Present 


law and policy therefore already cover the point in question. Secondly, we do 


not believe that the detailed regulation of the practices and procedures followed 
in the operation of health, welfare, and pension plans shou!d be undertaken at 
this time, and certainly not as a feature of legislation whose primary aim is to 
secure full reporting and disclosure rather than to define rigid rules of ad- 
ministrative procedure. We do not therefore favor further legislation along 
the lines referred to by Senator Goldwater. 

I hope that these views will be of some assistance to the subcommittee in the 
preparation of legislation to protect the interests of employees, their families 
and the public in honest, ethical and efficient administration of health, welfare, 
and pension plans. 

Sincerely yours, 
GEORGE MEANY. 

(Following are letters and a staff memorandum relating to certain 
portions of Mr. Meany’s testimony :) 

JUNE 18, 1957. 

Dear SENATOR KENNEDY: Since my appearance before the Subcommittee on 
Welfare and Pension Plan Legislation on June 11, further information not avail- 
able to us at that time has been disclosed. This information requires the amend- 
ment of a portion of my statement relating to the operation by the Eastern 
Mutual Insurance Co. of the insurance programs of the Eastern Massachusetts 
Street Railway Co. 

My statement contains the observation that the only salaries paid by Eastern 
Mutual were those of three chief officers, who are also executives of the railway 
company, plus a claims manager. This was derived from and relied upon a 
statement contained in the last available State insurance examiner’s report, 
which noted that: 

“The only salaries paid are those of the president, vice president, treasurer, 
secretary, and Claims manager.” 

The post of president has since been made vacant by the death of the incumbent 
leaving the vice president as the chief executive officer. From this it appeared 
that the entire amount reported as salaries paid in 1956 applied to these four 
officials and did not include the clerical and other services performed for the 
insurance company by employees carried on the railway company’s payroll. As 
noted in my statement, the flat refusal of the company to provide the local 
union with information necessary to informed collective bargaining on the health 
and welfare plan compelled the piecing together, from different sources, of data 
concerning which many of the essential details were known only to the officers 
of the company. 

Following my statement before the subcommittee, the railway company at last 
saw fit to reveal some of those details. They show that our conclusion, based 
upon the insurance examiner’s report, as to the distribution of the total salaries 
reported elsewhere as paid in 1956, failed to take into account the then un- 
disclosed fact that this amount included an indirect payment for services 
rendered by railway company personnel as well as the direct salaries of the 
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officers. 1 should like, therefore, here to note the now apparent fact that the 
actual amounts paid by Eastern Mutual in 1956 to the four persons mentioned 
in my statement were: $8,500 to the claims manager, and a total of $13,000 to 
the three executive officers, of which Mr. Mulcahy, the vice president and chief 
executive officer of both Eastern Mutual and the railway company received 
$8,000. These amounts were in addition to the compensation received by these 
three officers from the railway company. Most of the remainder of the 1956 
salary figure apparently represents an allocation or reimbursement for the time 
spent by railway company staff on Eastern Mutual business. 

My statement clearly notes that the total business of Hastern Mutual includes 
the public liability and workmen’s compensation insurance of the railway com- 
pany as well as the health and accident insurance. I believe that I also made 
it clear that the premium, dividend, and expense figures presented in my state- 
ment relate to the total insurance business transacted between the two com- 
panies and not to a segment of that business. In the absence of any better 
basis, in the form of available data, for a judgment as to the merits of a par- 
ticular insurance carrier as a medium for the provision of benefits to employees, 
the overall result of its operations is, I believe, a relevant point. 

In its annual report, the railway company treated the total amount of the 
dividends received in 1956 as a reduction in its operating expense for insurance 
premiums for that year. If such a procedure is appropriate, then I believe that 
it is not inappropriate to use the resulting figure as the net cost of the insurance 
coverage for that year. I believe that it is also appropriate to suggest that 
some portion of the very large sums received back from the insurance company 
as dividends might well have been used to improve the inexcusably low level of 
health and accident insurance benefits provided the employees. 

My reference to the example of the Eastern Massachusetts Street Railway 
Co. has had one worthwhile immediate effect: The achievement of some degree 
of disclosure by the company, for the first time, of the manner in which its 
officers perform their duty as the trustees of insurance funds which include 
money their employees have earned as a form of compensation for their work. 
These tardy disclosures require the amendment of my statement in degree as to 
certain of the sums involved, but not in principle as to the ethics of the case. 

My statement did not charge that there was anything at all illegal about the 
conduct of the individuals involved or the practices followed in this case. I 
did assert, and I do maintain, that if trade union, rather than management, 
officials were the persons responsible the facts present in this case—namely, 
dual compensation; comprising personal ties with the insurance carrier doing 
business with the welfare plan; failure to report to beneficiaries or to make 
audit reports available; absence of competitive bidding; and investment of 
reserves in the business of the contributing employer or in an enterprise in 
which a trustee or officer has a personal financial interest—would constitute 
multiple violations of the AFL—CIO’s code of ethical standards. We believe that 
those standards are sound and constitute a suitable test of good and ethical prac- 
tice for all types of plans. 

I also maintained that the facts present in this case parallel rather closely the 
NAM’s editorial list of practices which that organization describes as constitut- 
ing corruption and malfeasance when present in jointly administered plans. 
I leave it to the subcommittee to judge whether those practices are as objection- 
able when they are found in employer-managed plans as they are in the case of 
joint plans. 

Finally, it remains clear that the interests of employees in the operation of 
the health and welfare plan have suffered as a result of the policies pursued 
by employer officials responsible for the administration of the plan. This is 
apparent, for example, from a comparison of the hospital room benefit rate of 
the plan ($5 a day for employees, $3 for dependents) with the actual rates 
currently charged by hospitals in the Boston area. According to the American 
Hospital Association’s 1956 compilation of hospital rates, the average cost in 
Boston of a single room is $23.64 a day; of a two-bed room, $18.82 a day; 
and of a multibed room, $16.77 a day. There may be other plans in this country 
whose benefits have lagged as far behind prevailing standards and needs as 
have those provided through the railway company’s arrangement with Eastern 
Mutual, but if there are, I do not know of them. 

I respectfully request that this letter be included in the record of the sub- 
committee’s hearings. 

Sincerely yours, 


GrorcGE MEANY. 
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MEMORANDUM 
JUNE 19, 1957. 


To: Senator Kennedy, Chairman, Subcommittee on Welfare and Pension Plans 
Legislation. 
Re: Eastern Massachusetts Street Railway Co. 


At a hearing before this subcommittee on June 11, 1957, George Meany, presi- 
dent of the AFL-CIO, testifying in support of Federal disclosure legislation of 
welfare and pension plans, cited, among others, the case of the Eastern Magsa- 
chusetts Street Railway Co. as an example of abuses on the part of employers in 
the administration of unilateral level-of-benefit plans and of the fallacy of pro- 
posing that unilateral employer-financed and managed level-of-benefit plans be 
excluded from the scope of the disclosure statute. The substance of Mr. Meany’s 
testimony was— 

1. That the Eastern Massachusetts Street Railway Co., in 1944, installed a 
unilateral employer-financed health and welfare plan; that the benefits were and 
still are indefensively meager, with a hospital benefit rate of $5 per day for 
employees and $3 per day for dependents; that the union representing the em- 
ployees has proposed that benefits be substantially improved through the sub- 
stitution of Blue Cross-Blue Shield coverage; but that the company refused 
though denying the request for the actual cost of the insurance plan for the 
past 5 years. 

2. That the railway company in 1952 placed a health and accident insurance 
policy covering its employees with Eastern Mutual Insurance Co., which also 
handles the railway company’s public liability and workimen’s compensation ; that 
the railway company is the insurance company’s only policyholder; that an 
increasing amount of reserves of the insurance company consists of shares of 
the railway company; that, in effect, although the employees’ welfare plan is 
technically insured, it has the basic attributes of a self-insured fund; that the 
insurance company’s investment in the railway company’s securities raises ques- 
tions of propriety, sound management, and the issue of its use as a device for 
the perpetuation in control, for the personal profit, at the expense of minority 
stockholders, of the top officials of the street railway company. 

3. That the office of the insurance company is located in the offices of the 
railway company; that the 3 top officers of the railway company are the 3 top 
officers of the insurance company; that the only salaries paid by the insurance 
company are paid to a claims manager and these 3 top officers, who also draw 
full-time salaries from the street railway company, and that these salaries in 
1956 totaled $95,000. 

4. That the total premiums to the insurance company in 1956 amounted to 
$670,510; that dividends paid back to the railway company amounted to $400,839; 
that therefore the net premiums cost in 1956 was about $270,000; that of this 
basic salaries consume 35 percent of the net premium cost and total administrative 
expenses of the $135,000 constituted about 50 percent of the net premium cost, 

As requested, an inquiry was conducted and pertinent facts developed are 
being summarized in the same order that Mr. Meany covered the issues. 

1. The Eastern Massachusetts Street Railway Co. has a company-financed 
health and welfare plan and an unfunded pension plan covering its approximate 
1,200 employees. 

The welfare benefits of the railway company’s plan consist of $1,000 of life 
insurance for employees covered by a group policy carried with the John Hancock 
Life Insurance Co., plus a hospitalization and surgical plan and an accident and 
sickness plan, which are covered by group policies written with the HKastern 
Mutual Insurance Co.; the hospitalization-surgical plan provides for $5 per day 
hospitalization benefits for 70 days and a maximum of $150 surgical benefits for 
employees. Dependents are allowed $3 per day hospitalization for 81 days with 
no surgical benefits. 

Both company and union officials advise that the company had refused to enter- 
tain a Blue Cross health plan either on a contributary or noncontributory basis. 
Mr. John Leonard, chairman of the conference board of the 11 locals set up to 
conduct bargaining negotiations with the railway company, advised that the 
employees of the railway company, because of the inadequacy of the company 
plan, have their own financed Blue Cross-Blue Shield plan. 

While this is a collective bargaining issue, for information purposes the health 
and welfare benefits of the Metropolitan Transit Authority, which operates the 
Boston public railway and bus services, were obtained. These benefits, which 
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are company financed, include $3,500 life insurance, Blue Cross-Blue Shield 
coverage, and $40 a week for 26 weeks’ accident and sickness benefits. 

The HWastern Massachusetts Railway Co. is presently negotiating with the 
Amalgamated Association of Street, Electrical Railway, and Motor Coach Opera- 
tors, Which negotiations have been going on since the first of the year and appear 
deadlocked. There is also an NLRB ease still open as a result of long legal 
battles between this union and Eastern Massachusetts Street Railway Co., which 
had its origin in a 4-month strike in 1952. As indicated, the company has refused 
union demands, among other things, to reveal the costs of the benetits provided 
under its welfare plan. 

2. Prior to 1952 the hospitalization and accident and sickness plans of Eastern 
Massachusetts Street Railway were insured with Mutual of Omaha, but, as 
that carrier at that time raised the rate due to unfavorable experience with the 
railway company employee group, railway company officials decided to insure 
the plan with their own company, Eastern Mutual Insurance Co. 

In 1921 the Eastern Mutual Insurance Co. was organized for the purpose of 
earrying the insurance of the railway company payable under the Workmen’s 
Compensation Act and also against liability for personal injury and property 
damage resulting from the operation of its vehicles. (This is not an uncommon 
situation in Massachusetts, and there are quite a number of companies which 
have their own insurance companies to handle these coverages.) The railway 
company is the insurance company’s only policyholder with the exception of 
qualifying shares necessary to be taken out by directors. 

A check with the officials of the Metropolitan Transit Authority developed 
that that company also had a mutual insurance company, called the Transit 
Mutual, which handled its public liability and workmen’s compensation insur- 
ance. However, the MTA places its employee welfare plan insurance with an 
outside carrier. 

The Eastern Mutual Insurance Co. holds 2,285 shares of Eastern Massachu- 
setts Railway Co. first preferred series A stock valued at $137,154.80. This 
represents slightly in excess of 10 percent of the total holdings of the insurance 
company’s investment portfolio. Fifteen hundred shares were acquired 4 or 5 
years ago and 785 were acquired in June and July of 1956 upon authorization by 
the board of directors. There are 30,500 of the A series stock outstanding and 
approximately 120,000 shares of other issues outstanding, which are fairly 
widely held. None of the officers of the company has extensive holdings, and at 
the last stockholders’ meeting there were reportedly 90,000 proxies voted of a 
potential 117,000. 

8. The office of the insurance company and the principal offices of the railway 
company are located at 161 Devonshire Street, Boston, Mass. Direct salaries 
were paid to six employees and officers of the insurance company in 1956, which 
Salaries aggregated $25,298. However, the insurance company reimbursed the 
railway company an additional amount of $69,052.04 for the part-time services 
(generally on a 50-50 division of salary) of 22 railway employees. The total 
salary cost of the insurance company accordingly was $94,350.04. The highest 
salary paid was $8,500 to the full-time claims manager of the insurance company, 
Patrick F. Joyce. 

Three top officers of the railway company were also top officials of the in- 
surance company. Their salaries from both companies are set forth below: 


| 
| Eastern Mutual! Massachusetts Railway 


Charles W. Mulcahy, vice president and $8,000 | No salary but approximately $20,000 in fees, 
general counsel. 
Edwin D. Crowley, treasurer 2) | $18,000. 
William F. Howard, secretary 3. 000 | $8,500 ($3,000 of which is also reimbursed by 
the insurance Company). 


Time would not permit, nor did it appear feasible, to attempt to ascertain 
whether the salaries of the officers and other employees of the railway com- 
pany were properly allocated between the railway company and the insurance 
company, nor does it appear that the Massachusetts State Insurance Depart- 
ment in its examination of the Eastern Mutual Insurance Co. in 1953 and again 
in 1956 undertook to do this. 
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A check of the organizational setup of the Metropolitan Transit Authority 
Mutual Insurance Co. reflected that top officials of the MTA also served as top 
officials of the Transit Mutual Insurance Co. but did not receive compensation 
for the duties performed for the insurance company. 

4. Total premiums paid by the railway company to Eastern Mutual in 1956, 
excepting a negligible amount paid by qualifying directors, aggregated $670,- 
510.40. A schedule of these premiums reflecting the type of coverage, amount 
and claims loss ratio is set forth below : 





Premiums | Losses 
paid 
Accident and sickness. _- se ee . . $43, 334. so 78. 04 
Workmen’s compensation._._.__-_._..-... 73, 553. 88 49. 72 
Qualifying premiums. 95. 95 
Auto liability (personal injury) - ms Az 487, 553. 96 38. 34 
Auto liability (property damage) es 7 , ; , 56, 041. 81 = 


It is rather apparent that of the approximate $670,000 in premiums received 
by the insurance company from the railway company in 1956 the great pro- 
portion consists of public liability and workmen’s compensation premiums, 
These are the lines which have generated the large dividends. Further, the 
$400,000 dividend which the insurance company paid the railway company in 
1956 included $75,267 from surplus accumulated in prior years and $54,530 
from investment income. This should be taken into account in considering 
that the net cost of the railway company’s insurance for the year 1956 was 
only $270,203. This dividend, as the dividend in other years, was paid with 
the consent of the Massachusetts Insurance Commission. 

A schedule of premiums and losses on the employee accident and health poli- 
cies since 1952 is set forth below. 


Ratio, losses 


Year Premiums Losses in- incurred to 
| earned curred premiums 
earned 
Percent 
1952 (1 month)_.........._.- : an ae . $5, 000. 00 $4, 000. 00 80 
Beate me By Sun s/ 3 Pals exes 57, 346. 40 53, 961. 37 94.10 
RE ehh tol whos Sie : , , a ¥ 61, 868. 62 48, 050. 43 77. 67 
1955 __.__ Rielle a cdihgarn atacirgcdn Diy aantualt hotbed ‘ dupont 56, 949. 09 39, 378, 72 69.15 
Peteodithectace dense ene eee iliac dkaieedh 53, 334. 80 41, 622. 36 78. 04 


It will be noted that the difference between premiums and claims by year 
amount to the following: 


aac cc a se age ierregeene es meron eglbiptlle $1, 000. 00 
RO ods Sais dadetnbe ci Didin ated chen atlanta atiab ie ebitte nie dinthd- hem esther ss 3, 365. 03 
aac cele tht thntilts taste tants eka cath eh stdin cigs ng hei slehirth tm enpthtetelbid 13, 818. 19 
Ir eter a ee aso ah rainian ear seetinigaiarnn ecdienteesdnictoakome Secure aaigaesaemeamaie 17, 570. 37 
NTE en Ne em eon 11, 712. 44 


This aggregates $47,466.03. 

For the years 1956 and 1955 it was determined that these policies were charged 
approximately $4,000 per annum in “loss adjustment expenses,” which would 
include salaries and other administrative expenses. The difference, after loss 
adjustment expenses and taxes were deducted, has been held as a reserve and 
no dividends have been paid on this line of coverage. 

5. This inquiry did not develop any illegal action on the part of the railway 
or insurance companies or their officials. On the other hand, it may be con- 
cluded that the railway company by failing to disclose information with respect 
to the operation of its employee accident and health insurance plan, especially 
in view of the dual position of said officials, laid itself open to the misunder- 
standing and criticism contained in the Meany testimony. 

Supporting material is being made a part of the subcommittee’s files. 


PAUL J. COTTER, 
Special Counsel to the Subcommittee. 
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JULY 3, 1957. 
Mr. GroRGE MEANY, 
President, AFL-CIO, 
Washington, D.C. 

Deak GEORGE: Following the testimony which you gave before the Senate 
Subcommittee on Welfare and Pension Plans Legislation, June 11, 1957, concern- 
jing the Eastern Massachusetts Street Railway Co. and the Hastern Mutual 
Insurance Co., as chairman of the subcommittee, I requested an investigation. 

Attached hereto is a copy of a memorandum of Paul J. Cotter, counsel of the 
subcommittee, dated June 19, 1957, which summarizes the results of the inquiry 
which he made in this matter. 

’rior to making the Cotter report a matter of public record, 1 felt you should 
have an opportunity of reviewing it and making any comment you felt appro- 
priate. I have also sent a copy of the memorandum to Mr. Mulcahy, an official 
of the Eastern Massachusetts Street Railway Co. and the Eastern Mutual Insur- 
ance Co. 

It wili be appreciated if you can expedite your reply. 

With every good wish, 

Sincerely yours, 
JOHN F. KENNEDY, 
Chairman, Subcommittee on Welfare and Pension Plans Legislation. 


JuLy 3, 1957. 
Mr. CHARLES W. MULCAHY, 
General Counsel, 
Rastern Massachusetts Street Railway Co., Boston, Mass. 

Dear Mr. MuLcany: You are quite aware, I am sure, that following the testi- 
mony given by Mr. George Meany, president of the AFL-CIO, before the Senate 
Subcommittee on Welfare and Pension Plans Legislation, concerning the Eastern 
Massachusetts Street Railway Co. and the Eastern Mutual Insurance Co., as 
chairman of the subcommittee, I requested an investigation. Attached hereto 
is a copy of a memorandum of Paul J. Cotter, counsel of the subcommittee, 
dated June 19, 1957, which summarizes the inquiry he made in this matter. 

Prior to making Mr. Cotter’s report a matter of public record, I felt you 
should have the opportunity of reviewing it and making any comment you felt 
appropriate. I have also sent a copy of the memorandum to Mr. Meany. 

It will be appreciated if you can expedite your reply. 

With every good wish, 

Sincerely yours, 
JOHN F.. KENNEDY, 
Chairman, Subcommittee on Welfare and Pension Plans Legislation. 


AMERICAN FEDERATION OF LABOR AND 
CONGRESS OF INDUSTRIAL ORGANIZATIONS, 
Washington, D. C., July 11, 1957. 
Hon. JoHN F. KENNEeEpY, 
Chairman Subcommittee on Welfare and Pension Plans Legislation, 
Senate Office Building, Washington, D. C. 

Deak SENATOR KENNEDY: I have reviewed the memorandum showing the re- 
suits of the subcommittee staff investigation of the Eastern Massachusetts 
Street Railway Co. and the Eastern Mutual Insurance Co., which you enclosed 
in your letter of July 3. 

The facts set forth in the memorandum do not appear to me to require either 
additions to or subtractions from the comments in my letter to you dated 
June 18, amending and supplementing that portion of my statement which re- 
ferred to the above companies. They reinforce, I believe, the views I expressed 
as to the ethics of the case and the disregard for the interests of beneficiaries 
in the operation of the plan. 

As I pointed out, we made no charge of illegal action. Disclosure legisla- 
tion is needed not just as a safeguard against illegal acts, but primarily as a 
deterrent to policies and practices which, though legal and not subject to out- 
right prohibitions, are contrary to sound ethical standards and the best interests 
of beneficiaries and the public. 




























212 WELFARE AND PENSION PLANS LEGISLATION 






As to the form and content of the memorandum, my only suggestion would 
be that note should be taken, in paragraph 3 on the first page, of the amend- 
ment to my original statement contained in my letter of June 18, which I asked 
to be made a part of the record. 

I appreciate very much your sending me the memorandum for review and 
comment. 
Sincerely yours, 


GEORGE MEANY, President. 


Boston, MAss., July 15, 1957. 
Hon. JOHN F. KENNEDY, 


Chairman, Subcommittee on Welfare and Pension Plans Legislation, 
Senate Office Building, Washington, D. C. 

Deark SENATOR KENNEDY: In response to your letter of July 3 inviting com- 
ment upon the memorandum of Mr. Cotter, counsel for the subcommittee, sum- 
marizing his investigation into certain charges made by Mr. Meany in the course 
of his testimony before your subcommittee on June 11, 1 respectfully submit the 
following: 

1. Concerning the adequacy of the welfare benefits paid by Eastern Massa- 
chusetts Street Railway Co. which were arrived at as a result of collective 
bargaining between the parties in previous years, Mr. Cotter in his report, while 
recognizing that this is a collective bargaining issue, compares this company’s 
plan to the plan of the Metropolitan Transit Authority. Assuming that this is 
a matter with which your subcommittee is concerned, it should be borne in 
mind that the amount of welfare benefits constitutes but one of many elements 
entering into the settlement of labor agreements. The adequacy of a settlement 
must be judged by the wage and fringe package as a whole, and not by any one 
element. The fact is that Eastern Massachusetts not only pays the top wage 
rates for any privately owned strect railway or bus company in this State 
(and substantially higher than most), but its welfare and other fringe benefits 
as a whole compare favorably with any such company. 

It is entirely unfair to select the Metropolitan Transit Authority for the 
purpose of comparison, as it is well known that the Metropolitan Transit Au- 
thority, with respect to wages and fringe and welfare benefits, is the highest 
of any street railway or bus company in the United States. It is also, as I am 
sure you are aware, a publicly owned property which is operated at a large 
deficit made up by the taxpayers in the various communities served, estimated 
for this year to be in an amount in excess of $12 million. On the other hand, the 
Eastern Massachusetts is a privately owned and operated company which re- 
ceives no subsidy or aid whatever from any public body, but must rely solely 
upon its own income. 

2. In Mr. Meany’s statement to your subcommittee, the following allegutions 
were made: “The three top officers of the Street Railway Co. are also the three 
top officers of the insurance company * * *. The only salaries paid by Eastern 
Mutual are paid to these three officers, who also draw full-time salaries from 
the Street Railway Co., plus a claims manager. Those salaries, in 1956, totaled 
$95,000.” 

The statement with respect to these salaries is absolutely false. The 


f fact 
is (as shown by Mr. Cotter’s report, p. 3) that the claims munager receives 
a salary of $8,500, and the three other so-called top officers receive salaries 
aggregating but $13,000 annually. 

It is understood that Mr. Cotter, while in Boston. interviewed the officials of 
the State insurance department which had just completed its reenlar triennial 
examination of the Eastern Mutual. In the Boston Herald of June 18, 1957, 
the following statement appears: 

“Yesterday, Charles Powers, chief examiner of the State insurance depart- 
ment, said, ‘We have found nothing iliegal with Eastern Mutual 1s a matter o 
fact, the salaries paid to the officials are small. Our last check of Eastern was 
the triennial examination of all insurance companies. They were all right as of 
December 31, 1956.’ [Italic supplied. ] 

3. AS appears in Mr. Cotter’s report (p. 3), the Eastern Mutnal!l owns 2,285 
shares of the Railway Co.’s first preferred stock, of which 1,500 shares were 
acquired during the period from 1947 to 1949, and the balance of 785 shares in 
1956. The outstanding voting securities of the Railway Co. aggregate in excess 
of 116,000 shares, and, as Mr. Cotter correctly states, none of the officers of the 
company has extensive holdings. In fact, they are quite nominal. The 2,285 


f 
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shares of the railway’s first preferred stock held by the Eastern Mutual were 
purchased by it solely for investment, and Mr. Meany’s critical reference to 
this investment as raising “questions of propriety, sound management and the 
issue of its use as a device for the perpetuation in control, and for the personal 
profit at the exense of minority stockholders of the top officers of the Street 
Railway Co.” was entirely gratuitous and unjustified. 

4. Since 1944 when the present health, accident, and hospitalization plan was 
instituted, the Railway Co. has carried a group insurance policy covering its 
liability to pay such benefits. This insurance was originally carried with the 
John Hancock Life Insurance Co., and later transferred to the Mutual of 
Omaha. In 1952, due to unfavorable experience, the latter company declined 
to renew this coverage except at a substantially increased premium, and the 
Eastern Mutual took over the risk believing that it could handle the same more 
economically on account of the location of divisional claims offices of the East- 
ern Mutual in the various divisions (11) of the Railway Co. and the closer 
supervision of claims thereby made possible. 

This insurance, representing but 8 percent of the company’s premium income, 
has continued to be carried by Eastern Mutual and serviced by the same claims 
personnel servicing the workmen’s compensation and public liability insurance 
of the Railway Co. It has been the belief of the company that this was a more 
efficient and economical method of handling this risk than could be obtained by 
insuring with an outside carrier. However, since this question has arisen the 
Railway Co. has contacted the John Hancock Insurance Co. (the company now 
earrying the Railway Co.’s group life insurance and formerly a carrier of its 
accident, health, and hospitalization insurance) as to the basis upon which it 
would be willing to take over this business, and has been advised by that com- 
pany that its rate would be substantially more than the amount now being 
charged by Eastern Mutual. 

In view of the above situation, it seems quite presumptuous for Mr. Meany 
to have made the following statement (p. 17 of his printed statement) : 

“J do not think that it should be necessary to belabor the point that more 
economical insurance coverage and better protection for the 1,100 employees 
involved in this case could be readily obtained elsewhere, through competitive 
bidding or otherwise.” 


5. Critical reference was made in Mr. Meany’s statement to the amount of 
dividends paid to the Railway Co. by Eastern Mutual in 1956. 
dividends were paid upon the accident, health, and hospitalization policy. They 
related solely to the policy covering public liability and property damage result 
ing from the operation of the Railway Co.’s vehicles, and were paid in part from 
current underwriting earnings on that policy; in part ($54,530) from investment 


None of these 


income, and, to the extent of $75,267, from surplus accumulated in prior years. 
The dividend paid by the Eastern Mutual to the Railway Co. from current under- 
writing earnings amounted to approximately $271,000, as compared to $670,000 
in premiums received, resulting in a net premium income of approximately 
$400,000. If this net premium income is compared with the correct figures on 
salaries paid by Eastern Mutual (instead of the erroneous figures used by Mr. 
Meany), it will be found that the ratio to premium income of such salaries and 
of total administrative expenses is not in excess of that normally experienced 
by other casualty companies writing similar types of insurance. 

6. In conelusion, it is respectfully submitted that the charges made by Mr. 
Meany in the statement to your subcommittee on June 11, at a time when labor 
negotiations between the company and the union were still in progress, were 
entirely unwarranted, at variance with the facts, and calculated to discredit the 
jastern Massachusetts Street Railway Co. and Hastern Mutual Insurance Co. 
and their managements. Widespread publicity was given to these charges and 
they have seriously and adversely affected the relations between the company 
and its employees, and public relations in general. 

Tn view of the grave injury done to these companies and their officials, it would 
seem only fair that a statement be made by your subcommittee to the effect 
that its investigation discloses no evidence of “corruption and malfeasance” as 


implied by Mr. Meany, and that the allegations made by him in this regard were 
not in accordance with the facts. 
Sincerely yours, 


CHARLES W. Murcany, 
General Counsel, Bastern Massachusetts Street Railivay Co. 
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METROPOLITAN LIFE INSURANCE Co., 
New York, N. Y., June 13, 1957: 
Hon. JoHn F. KenNepy, 
United States Senate, 
Washington, D. C. 


Dear SENATOR KENNEDY: Mr. George Meany’s statements before your sub- 
committee on June 11, regarding the relationship between General Electric and 
Metropolitan in connection with group insurance transactions, clearly imply that 
there has been “corruption and malfeasance” in these transactions. These 
implications are completely unwarranted. Accordingly, we would like to set 
forth the pertinent facts for the record. 

Because of the direct inclusion of the Metropolitan in Mr. Meany’s remarks 
about directors, this letter will address itself primarily to that point. In 
passing, however, we believe that Mr. Meany’s other remarks about General 
Electric’s operation of its group insurance program are equally unwarranted. 

Mr. Meany correctly states that: “Two members of the board of directors 
of General Blectric, one of whom is chairman of the board, also happen to be 
directors of the Metropolitan Life Insurance Co.” However, history clearly 
demonstrates that this could not and did not affect the placing of General 
BHlectric’s group insurance policy with the Metropolitan. The first group in- 
surance policy purchased by General Electric from Metropolitan was negotiated 
in 1919. It was not until more than 20 years later, namely, July 23, 1940, that 
Mr. Philip D. Reed, presently chairman of the board of the General Electrie 
Co., became a member of the board of directors of the Metropolitan, and it was 
not until 32 years later—namely, July 24, 1951—that Mr. Robert W. Woodruff, 
who is also a member of the board of directors of General Electric Co., became 
a Metropolitan director. On numerous occasions over the last 37 years—both 
before and after Messrs. Reed and Woodruff became members of the Metro- 
politan Board of Directors—the original group insurance coverage has been 
improved and expanded, with other benefits being added from time to time and 
the amounts of benefits being increased. 

With such a long history of the Metropolitan’s administering General Electric's 
insurance plan, presumably on a basis that General Electric considered to be 
satisfactory and efficient, it is easily understandable why this business remained 
with the Metropolitan. According to the press, General Electric itself says, 
“Our purchases of protection and service from the Metropolitan Life Insurance 
Co. began in 1920, have been carefully reviewed with each renewal, and continue 
in our opinion to represent the best available value we can obtain for our 
needs.” Furthermore, it is generally agreed by those who are familiar with the 
subject that, under normal circumstances, transfer of insurance coverage from 
one carrier to another inevitably results in duplicate acquisition costs, thus 
increasing the cost of the insurance with no commensurate benefit. 

It seems hardly necessary to state that neither Messrs. Reed nor Woodruff 
ever has been or is in a position to profit personally, directly or indirectly, from 
the group insurance business that General Electric does with Metropolitan. 

General Electric has been a pioneer in providing group insurance benefits for 
its employees. Its first program back in 1919 was one of the very earliest group 
life insurance programs adopted by a nationwide employer. The continual 
improvements added to its program have kept it among the leaders in the field. 
Its new comprehensive medical expense benefits plan has become a widely 
discussed model in the field. The financial and administrative procedures have 
been scrupulously designed to provide the best possible benefits on the most 
economical basis consistent with quality service. Neither General Electric nor 
Metropolitan woul have tolerated anything less. 

It is unfortunate that such a well-run program should be subjected to such 
unwarranted allegations. How anyone could in good conscience characterize 
this plan as being tainted with “corruption and malfeasance” is beyond com- 
prehension. 

Accordingly, it is respectfully requested that this letter be incorporated in the 
record of the proceedings of your subcommittee. For the convenience of the 
members thereof, copies are being sent directly to them. 

Very truly yours, 
GILBertT W. Firznvenr. 
Second Vice President. 
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Senator Kennepy. Unless there is any additional business, the sub- 
committee will now adjourn. 
(Whereupon, at 11:30 a. m., the hearing was adjourned, to recon- 


vene at the call of the chairman.) 
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MOCNDAY, JUNE 17, 1957 


Untrep Sra‘res SENATE, 
SuBCOMMITTEE ON WELFARE AND PENSION PLANS 
LEGISLATION OF THE COMMITTEE ON 
LaBor AND Pusiic WELFARE, 
Washington, D.C. 


The subcommittee met, pursuant to recess, at 10:10 a. m., in room 
P-63, the Capitol, Senator John F. Kennedy, chairman of the sub- 
committee, presiding. 

Present: Senators Kennedy, Ives (presiding pro tempore), and 
Allott. 

Committee staff members present : Stewart E. McClure, chief clerk; 
Roy E. James, assistant chief clerk; John S. Forsythe, general coun- 
sel; Michael J. Bernstein, professional staff member; Paul J. Cotter, 
special counsel to Subcommittee on Welfare and Pension Plans Legis- 
lation. 

Senator Ives (presiding pro tempore). The subcommittee will come 
to order. 


Senator Kennedy has been delayed through no fault of his own. 

The first witness is Mr. Horace E. Sheldon, director, industrial re- 
lations department, Commerce and Industry Association of New 
York, Inc. 

Here comes Senator Kennedy. 

Senator Kennepy (presiding). Mr. Sheldon, you can proceed in 
any way that is satisfactory to you. 


STATEMENT OF HORACE E. SHELDON, DIRECTOR, INDUSTRIAL 
RELATIONS DEPARTMENT, COMMERCE AND INDUSTRY ASSOCIA- 
TION OF NEW YORK, INC. 


Mr. Suevpon. Thank you. 

My name is Horace Sheldon. I am director of the industrial re- 
lations department of the Commerce and Industry Association of New 
York, which represents some 3,500 employers in all branches of indus- 
try and commerce in the New York C ity area. 

‘Because of our concern over the problem of welfare and pension 
fund abuse, the association back in 1954 designated a special com- 
mittee on welfare and pension fund legislation, of its industrial rela- 
tions committee, composed of leading industrial relations executives, 
to study this problem. 

Now, I know that the subcommittee already has heard extensive 
testimony and argumentation on a number of problem areas that are 
of concern to our association, We have attempted in our perpared 
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statement to touch only on three general subject areas. I am not going 
to read the statement because even though we have tried to cut down 
on duplication in the statement itself, I “think some of the points are 
alreé ady thoroughly familiar to the subcommittee members. Now I am 
just going to touch quickly on a number of the features that are of 
particular coneern to us. 

We took the position initially in a comprehensive report the asso- 
ciation prepared in March 1955, that the States are best equipped to 
do the job of safeguarding employee beneficiaries against the kinds 
of abuses that have been disclosed in the administration of these 
funds. We feel now, as we did then, that in terms of their customary 
responsibilities and functions, facilities and experience, the closeness 
to the problem area, the States through their respective insurance and 
banking departments are in the best position to remedy the problem. 

Many of the abuses, as you know, have been associated with various 
types of insurance practices, and, of course, the regulation of the in- 
surance industry has been confided entirely to the 1 respective States. 
Now, we believe, as we said in our initial March 1955 report, that 
State supervision of the insurance industry has demonstrated that 
State by State regulation can produce a rezsonably uniform regula- 
tory pattern and need not result in a confusing welter of conflic ‘ting 
requirements as some people have claimed. 

I want to cite quickly right here one provision from the bill which 
was adopted by the California Legislature last Wednesday, and I 
understand it is now before the Governor for his action. This one 
section I want to mention says in substance that such rules or regula- 
tions of the insurance commission in California may exempt from the 
reporting and regulatory provisions of this chapter any health and 
welfare program ‘which the commissioner finds, and then it is stated 
among other reasons for such exemption, that the trustees of the pro- 
gram have their principal place of business not in the State and it is 
subject. to and complies with the requivements of any law of any other 
State of the United States with respect to registration, filing, exami- 
nation, statements or reports. 

Now that feature of the California bill, which we imagine will be- 
come law, points up, I think, the fact that it is possible for the 48 
States to develop a regulatory plan with a minunum of conflict from 
State to State. Careful study of the pattern of insurance regulation 
in the States by the various insurance departments, I think, w Il show 
that they have been able to do a very good job of working out con- 
flicts. They have developed uniform requirements on reporting and 
auditing, and we respectfully submit as to this question of the sup- 
posed danger of conflict and substantial differences, if this is ¢ ‘ontided 
to the States that it has been shown that they can handle it all right 
in the case of general insurance industry regulation. We see no 
reason way the States cannot do the same thing when it comes to han- 
dling the problem of welfare and pension fund abuse, as complex as 
that problem is. 

In 1955 the first welfare fund disclosure bill was adopted in the 
State of Washington. As is well known to the subcommittee in 1956 
New York followed with a comprehensive statute. Just this year 
Connecticut has enacted a disclosure law which I understand is pat- 
terned very closely on the New York law, and now, 





as I have said, 
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just last week California has adopted a law. So a pattern of State 
regulation has now taken form, and I think particularly in view of 
the model bill that was adopted last year by the National Association 
of Insurance Commissioners and the effect, that that will have in en- 
couraging other States, it seems to me we now can look forward in 
the next couple of years to. other States, certainly other industrial 
States, following up with similar legislation, and before so very long 
there should be a general pattern emerging around the country. 

Frankly, of course, we had hoped that by this time more States 
would have taken action. Realistically, however, I don’t think it is 
too surprising that only four States have actually adopted statutes, 
This is a tremendously complex subject, as the members of the sub- 
committee well know, and it should be kept in mind, I think, that 
this problem has been before the public really only for the past 2 or 35 
years. It is not surprising, therefore, that we don’t yet have laws in 
all 48 States. 

We earnestly feel that Congress should not yet discount the pos- 
sibility of broad remedial action at the State level as some of the bills 
before the subcommittee for its consideration now appear to do, inci- 
dentally. 

One of the primary criticisms of the final report of the Senate 
Subcommittee on Pension and Welfare Funds last year was that it 
tended to minimize the potential for effective programs of safeguards 
in the States. Of course, the report in theory did advocate reserving 
a broad area for State action, but the tenor of the subcommittee’s 
recommendations was all in the direction of belittling rather than 
encouraging State efforts in this field, and we sincerely feel that. were 
this basic attitude replaced by a Federal attitude of forthright en- 
couragement to the States, it might prove a very sound contribution 
to the long-run remedy of the problem. 

At any rate, we appear today to comment on just certain features 
of the various bills now before the subcommittee for its consideration. 
While we are interested in many other aspects of the subject, we are 
going to restrict ourselves to just three topical errors: First, the de- 
sirable scope of coverage of any Federal disclosure or regulatory pro- 
gram; secondly, the operation of the Federal reporting disclosure sys- 
tem; and thirdly, the proposal contained in the Goldwater bill for 
providing a neutral court-appointed trustee for each covered fund. 

First, as to the scope of coverage, while the Goldwater and Allott 
bills each undertake in a different way to tailor the remedy to the 
problem by making the statutory provisions apply generally to the 
types of programs where the trouble has been found, the Douglas 
bill and the Ives bill would extend Federal controls indiscrimina- 
torily to employee welfare and pension fund programs. 

Senator Ives. Before you go further, Mr. Chairman, I want to point 
out one thing. As far as I am concerned, there is no such thing as 
Federal control. What we are trying to get is the light of day on the 
subject, have the reports so that we can find out what the situation 
is. We are not trying to control anything. At least there is nothing 
in any bill Iam connected with that is a control bill. 

Mr. Suexpon. Senator, I think that is substantially true with 
respect. to—— 

Senator Ives. It is absolutely true. 
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Mr. Suevpon. With most of the bills. There are certain regulatory 
features in.certain of the bills. 

Senator Ives. You have to have regulatory features to get the facts, 
All we want in any bill I am connected with is the facts. We are 
not trying to tell them what they have got to do. 

Mr. Suetpon. They are Federal reporting arrangements rather 
than Federal controls with respect to your particular bill. 

Senator Axttotr. While on the subject I better make my views 
known because I disagree. Certainly the Douglas bill contemplates 
something far more than just reporting, and I think we can discuss 
that at another place, but I don’t want these remarks to go in without 
taking issue. 

Senator Ives. May I get this straightened out. When I was talking 
I was referring to the bill you and I are on. 

Senator Attorr. That is a different situation. 

Senator Ives. I am only a cosponsor of the Douglas bill that has 
certain controls. You stistittinnad the Douglas bill as the one apart 
from the one I am sponsoring chiefly with Senator Allott. 

Senator Atorr. That bill is confined strictly to reporting. 

Senator Ives. And the new bill I put in the same way. 

Mr. Suevpon. I would say, as respects that bill, possibly we should 
not use the term “controls”; but, speaking for all of the bills as a body, 
certain controls are contemplated, although the emphasis obviously is 
on simple reporting. 

Senator Kenenpy. Mr. Sheldon, we are going to have 2 more 
witnesses and the Senate is in session at 11 o'clock. Senator Ives is 
going to have to leave, and I am going to have Foreign Relations 
Committee, so we will have to move faster, with all proper speed. 

Mr. Suevpon. I will do that. I am not going to undertake to read 
the statement, but I want to touch on a few of the high spots. 

We feel, just by way of quick summary, with respect to the coverage 
provisions of the Douglas bill and the Ives bill, that they ignore the 
seemingly obvious good sense confining the Federal program to the 
types of funds where the problems have been found to exist and, 
importantly, we think they ignore the fundamental differences be- 
tween formally organized funds, on the one hand, and informally 
unfunded plans or programs on the other, as well as the differences 
between level of benefits and cents-per-hour type plans. Of course, 
this has all been thoroughly discussed, I know, before the subcom- 
mittee. 

We think the point needs to be stressed again that realistically there 
would be no welfare fund issued today were it not for the public dis- 
closures in the last 3 or 4 years of substantial wrongdoing in the 
union-management type fund. 

Now, a lot has been said as to the management contention that any 
form of Federal program should be restricted to the joint types of 
plans, to the effect that the reason is very little, if any, attention has 

een given to those plans. It seems to us, in all sincerity, that had it 
appeared that there was substantial wrongdoing or any broad pattern 
of abuse in those programs, the investigating committee would have 
devoted the necessary attention to bring out all of the particulars with 
respect to the supposed wrongdoing in those programs. This hasn’t 
been done really as yet, although some attention has been devoted to 
the unilateral plans. 
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Despite this, it is proposed to bring all kinds of programs under 
the new statute without really troubling, it seems to us, to ascertain 
the particulars as to the need in that broad area of more than 90 
percent of the plans which are of the unilateral type. 

It would seem that the basic thinking of those who advocate the 
overall approach, covering all kinds of plans, programs and funds, is 
that we must come up with an evenhanded attack on the problem. It 
is felt that if union funds are to be subjected to controls, then to be 
fair management programs must be also. We submit that this is 
superficial thinking. It is not management’s proposal that union 
funds be regulated. 

Senator Ives. Why is it your official thinking? 

Mr. Suevpon. For this reason, Senator, it is not our proposal that 
union funds be regulated and that employer funds not be. 

Senator Ives. We are not talking about regulation. 

Mr. SHELDON. Subjected to reports. 

Senator Ives. Public scrutiny. 

Mr. Sue.tpon. Subjected to complicated extensive reporting require- 
ments under the Federal plan. 

Senator Ives. What difference does it make whether unilateral or 
whether bilateral or what they are ? 

Mr. SHELDON. Well, I would like to—— 

Senator Ives. Wait a minute. Let me ask you a question. Aren’t 
these plans all a part of collective bargaining, most of them ? 

Mr. SHetpon. Well, this field 

Senator Ives. They are where there are unions certainly. They 
are fringe benefits. 

Mr. Surnpon. Yes, the field is subject to collective bargaining, as 
has been found by the courts. 

Senator Ives. To that extent it has been declared by the courts these 
plans—this money is a part of wages ? 

Mr. Suevpon. Yes, it has. 

Senator Ives. And it belongs to the union member, doesn’t it? 

Mr. SHetpon. I wouldn’t say it belongs to the union member. 

Senator Ives. What is a wage if it doesn’t belong to a union mem- 
ber ? 

Mr. SHetpon. Well, there are union members and other people who 
are not union members covered by these programs. 

Senator Ives. Those who are not union members and are covered, 
they don’t have any claim here at all? This means nothing to them 
at all. 

Mr. Suevpon. Well, it does mean something to them, Senator. 

Senator Ives. What does it mean ? 

Mr. SuHetpon. But there are some basic differences here which may 
dictate in all wisdom that any Federal program that is established 
apply to certain types of programs and not to certain other types, 
because, in the first place, the question of demonstrated abuse in one 
area and possibly not in another area, and secondly, the fundamental 
differences that exist, and here I am talking about the level-of-benefits 
question. 

Senator Ives. You can’t set this thing up on the basis of where there 
has been abuse. It is an old story of what is fair for the goose is 
fair for the gander. You have got to treat all people alike, haven't 
you? 
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Mr. Snetpon. Senator, I do want to make 

Senator Ives. We are divided up here. You have got company 
over here in this corner. 

Mr. Surwpon. I perceive that, and I am glad for it. 

Senator, I do want to make the point because there has been the 
feeling that management is taking a holier-than-thou attitude. That 
is not our feeling. 

Senator Ives. I am not saying that. 

Mr. SuHetpon. You haven’t said it, sir, but it has been said by other 
people at other times. I want to state ver y quickly that we don’t 
propose that union funds be subjected to these requirements and that 
employer funds not be. Our proposal, on the other hand, is simply 
that those funds, responsibility for which is shared equally by man- 
agement and ee be required to meet these reporting standards. 

Senator Ives. I don’t follow you on that at all. 

Mr. Suxtpon. Well, we are not saying that union funds as such 
be subjected to these reporting requirements. We are not saying that 
employer funds be subjected to these requirements. We are saying 
that those funds which are the common responsibility of labor and 
management be subjected. 

Senator Ives. W ell, do you realize that some of the worst derelic- 
tions have occurred in those funds which are controlled entirely by 
labor? Not many of them, of course, because there aren’t too many 
funds like that, but why should they ese ape, [ask you 4 

Mr. Suevpon. We appreciate that, sir, and we don’t think over 
the years it is going to be a subst: antial problem because of the small 
area in which they are confined. 

Senator Ives. Wrong is wrong no matter how much there is of it. 

Go ahead, Senator. 

Senator Atiorr. I think he has done a pretty good job of explain- 
ing. Three is, of course, a decided and good way to do this. I would 
like to point this out about this wage proposition. The opponents of 
anything except the so-called Douglas bill have tried to make very 
much of what they consider or say are irregularities in 1 or 2 funds, 
and I think those will be taken care of before these hear ings are over. 
They will probably have to answer for that. The criteria is this: For 
example, the GMC situation, the question is, what is the interest of 
the workingman in this particular fund, and, if it is on a level-of- 
benefits basis, he has no interest. So all this smokescreen that has 
been thrown up is a smokescreen, and it was thrown up here the other 

day by the president of the AFI-CIO in another instance. The 
answer to it 1s simply this: Did the workingman own it? If he owns 
it, does anyone think that his union would not have sued the compa- 
nies, the various companies for that money, and the answer is very 
obvious. They don’t own it. They don’t have a legal interest in it. 
They can’t sue for it. Therefore, it isn’t theirs, and that is a better 
criterion. 

Senator Ives. You mean they can’t under collective bargaining? 

Senator Atrorr. They can’t when it is on a level-of-benefits basis. 

Senator Ives. I don’t know about that. That is where you and I 
part company. 

Senator Attorr. Why don’t they do it ? 

Senator Ives. They haven’t had any occasion to. 
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Senator Atiorr. They say they do. They claim they do in two 
instances; both the GMC and the GE case. I say, if they own those 
funds, if they have a financial right to them, let them sue. The court 
is the place for them to get it. “But they bargained that it shall be 
the sole responsibility of “the employer, so that makes the bill w hich 
I have authored the most logical one, which is on a level to require 
those funds which are not bargained upon a level-of-benefits basis to 
report, because, where they are bargained upon a level-of-benefits 
basis, the employee has no interest in ‘those funds. 

Senator Ives. I can’t argue with you about that. That is law, but, 
on the other hand, I think, fundamentally, they do have an interest 
inthe funds. I think they made a bad bargain. 

Senator Atiorr. Then the answer to this is for us to take such 
legislation as I have offered here and, by legislation, draw the line 
clear and give labor an opportunity to bargain for the funds which 
are most adv: antageous to it, and I think you will find that those unions 
who have already bargained on a level-of-benefits fund will not be 
too anxious to abandon it. They will keep it. 

Mr. Suetpon. We happen to support Senator Allott’s thinking 
with respect to the exclusion of the level-of-benefit type programs, and 
we have reference to that subject in our report. I won’t take the time 
to read it. 

Senator Antorr. Also, Mr. Sheldon, wouldn’t the type of bill, I 
mean the basis that I have offered here, do one other thing? This 
would not array employer against employee and say, “I am holier than 
thou” or “Thou art holier than I,” whichever way you want to say it, 
as some of the other divisions would tend to do, but adopting my view 
would actually cut across the lines of many funds, would it not? I 
mean, some companies would have some funds for which they had to 
report, others for which they did not, and it would depend entirely 
upon the type of fund. 

Mr. Sueipon. Well, I think that is true, Senator, and I think that is 
one of the marked advantages of your approach to the problem. 
Exactly that. As we have said in our statement, we think perhaps 
the most basic criterion of all which should guide Congress in design- 
ing a program of safeguards is that the aim should be to afford pro- 
tection as to those welfare or pension plans where the employee bene- 
ficiaries stand to lose by any maladministration which adds to the cost 
of the program, and we respectfully submit that, m many types of 
programs, which, it just so happens by the nature of the way they 
are set up, frequently are in the area of unilateral employer plans, the 
employee does not stand to lose by virtue of maladministration where 
the employer pays the full cost of administration. It may or may 
not be wise for him as a matter of company practice and expenditure 
to bring his brother-in-law in to share the brokerage fees. It may be 
smart or may not be, but that is a matter for business judgment, pro- 
viding the employees do not stand to have their benefits diminished by 
such practices, and that is what is actually true in many of these 
funds. 

I want to say quickly one more thing with respect to our position 
about where the abuse has been found, just so we are not misunder- 
stood on this point. I want to stress this. If you check the various 
statements that our association has made over the past 2 years, you 
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will see that we have never claimed categorically that there is no 
wrong in the management side of the fence. Rather, we have said 
that, thus far, no pattern of abuse has been disclosed in the various 
public investigations in the unilateral programs, and that really is 
our key point with respect to this question of where the abuse has 
been found. 

We feel, on close examination of the study of the Senate subecom- 
mittee and also the study conducted in New York, that really not 
enough attention has been directed to these unilateral programs to 
enable the Congress to discover all of the ins and outs of how they 
operate and be in a position intelligently to legislate any requirements 
respecting them. 

What it is now proposed to do under the Douglas bill and the Ives 
bill is to legislate respecting all funds, programs, and plans purely on 
the basis of a study that has been pretty much restricted to the problem 
areas that are veculiar to some perhaps 7 or 8 percent of all pro 
grams. 

Just one comment with respect to the level-of-benefits type arrange- 
ment, which I think is a very significant one. Martin S. House, who 
acted as special counsel to the New York State Insurance Department, 
probably made what is to this time the most exhaustive study of level- 
of-benefits type programs in the course of his comprehensive investi- 
gation of the whole field for the insurance department. These were 
his conclusions respecting level-of-benefit plans. He said: 

For the true level-of-beneffts plan, there is nothing to regulate with the pos 
sible exception of literature * * * For the present, it is our view that the 
statute should be directed toward the regulation of trust funds or funds so 
earmarked that they carry fiduciary implications. In level-of-benefits plans such 
a fund does not exist, since the employer merely promises to provide benefits and 
not to set aside certain sums of money. Even where the employer sets up a 
reserve on his balance sheet, it is merely for his own convenience. 

* * * Such questions as whether the employer pays too much for insurance, 
whether commissions are too high, whether there are kickbacks to corporate 
officers, and whether the cost of administering the plan is too high are issues 
for stockholders to complain of. 

Now, we think that that thinking is very sound, and that due re- 
gard should be given it by the subcommittee. 

We have some comments, which I won’t dwell upon in detail, re- 
specting the cost of controls should the Congress adopt the overall 
approach covering all types of programs and funds. We think it 
would be rather strange, in view of the fact that perhaps the predom- 
inant single characteristic of the present Congress has been its econ- 
omy-mindedness, were a vast reporting program set up applying to 
all kinds of plans when actually it is possible under one or more of 
the sensible proposals that have been put forth to limit the area and 
limit the size of the Government siiticloeces so as to get at those 
kinds of programs where really some reporting is in the public in- 
terest. 

As Secretary Mitchell has told the subcommittee, no one knows 
really how many plans there are. The Douglas subcommittee report 
estimated there are half a million, and unless there is some arbitrary 
cutting off of the smaller funds, supposedly all of. these would be 
required to report. 

ies Ives (presiding pro tempore). Could you close this up 
now ? 
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Mr. Suecpon. Yes, I will, Senator. I wanted to touch upon a 
couple of other areas that we had mentioned in our report. I will 
say in closing that we would urge the Congress to be guided by a rule 
of reason in formulating any legislation « on this subject. It is not 
and never has been the public policy of this country to extend Gov- 
ernment controls into every conceivable area where potentially some 
inequity can arise for some one person. It is our tradition to provide 
for Government supervision in private undertakings only where a 
broad and persuasive pattern of conduct dictates the clear need for 
such supervision. 

Senator Attorr. Before you leave, Mr. Sheldon, may I inquire— 
the chairman of the subcommittee seems to have left for his other 
committee. May I inquire, is it the purpose to wind up these hearings 
by 11 o’clock? 

Senator Ives. No. 

Senator At.orr. Well, we still have how many witnesses? 

Senator Ives. Two more, Mr. Denker and Mr. Pipin. 

Senator Atiorr. That gives us an hour and 20 minutes. Mr. Shel- 
don has had 40 minutes, but he has been interrupted quite a bit, and 
I think he has a very well prepared and very well thought-out state- 
ment. 

Senator Ives. I was going to suggest, Mr. Sheldon, if you want 
to do it, submit your sté atement for the record to be included as pre- 
pared in the report. Would you like to do that? 

Mr. Suetpon. I would like to do that. 

I would like to, without going into it now, merely call your atten- 
tion to the position we have taken in opposition to the proposal in the 
Goldwater Ain about the appointment of the court-designated trustees. 
We consider that one of the more significant features ‘of our position 
ir ll of this legislation. 

senator Axiorr. I have just one question I would like to ask you, 
and that is this: Would you consider that legislatively there is some 
good, sound, hard commonsense in entering “this field of legislation 
in a gradual manner rather than trying to bite it all off in cne chew. 

Mr. Suetpon. I would certainly ‘consider that there is goud sense 
in a gradual approach, Senator, and that is part of the reason why 
we have preferred giving the States more time to do the job. We can 
fully appreciate the fact that 2 years have gone by since the Senate 
subcommittee began its investigation, and since we on the manage- 
ment side began to talk about the advisibility of permitting the States 
to have the responsibility for doing the job, a as I said before, we 
had hoped that more States would have taken action by this time. 
We are a little bit disappointed that more have not. 

Senator Atuorr. Of course, the States are slow, but there are other 
people who are slow, too. The Laundry Workers, for example, and 
the Distillery Workers, they weren’t expelled from their respective 
national unions until 2 weeks ago. So there are a lot of people who 
move slowly in this field. 

Mr. SHeipon. We feel that the subject is obviously a complex one, 
and we think it is entirely understandable that the problem hasn’t 
been remedied in 1 year or 2 years, and that comprehensive legislation 
has not yet been written at either the Federal plane or State plane. 
Senator Attorr. I would like to say for the record, the Laundry 
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Workers were not expelled until they undertook at their national con- 
vention about 2 weeks ago to retire Samuel Byers, who was the na- 
tional president of the ILWU, and also the president of the board of 
trustees, while all of the looting and embezzlement took place. Noth- 
ing was done to the Laundry Workers, at least they weren't expelled 
until 2 weeks ago. At their convention they undertook to hire him as 
the president emeritus for the salary of $18,000 a year for life, and 
that is the reward that a well-serving president of a union and of a 
trust fund who permits almost a third of the total premiums paid in 
to be embezzled and stolen; that is the reward that he may expect to 
get from the people whom he has looted. This is probably the most 
outstanding and outrageous example, coupled with the Distillery 
Workers, that have come before the committtee, and it ought to be a 
part of this report that as recently as 2 weeks ago they had the 
effrontery to attempt to put something like that through, and it wasn’t 
until they attempted to do that that. they were fin: ally released from 
their membership in the AFL-CIO. I thank you for your attention. 

Senator Ives. I thank you, too, even though apparently you and I 
don’t agree. 

Mr. SHetpon. Apparently we don’t. We hope that difference will 
be remedied. 

Senator Atuorr. We can't agree on everything, Senator. You and 
I agree on several things. 

Senator Ives. I think our differences are fundamental here. 

Mr. SHe.tpon. May our statement then be filed as part of the record ? 

Senator Ives. Without objection, your statement will be filed, and 
I suggest it be filed at this point in your remarks. Thank you. 

(The statement follows :) 


STATEMENT OF COMMERCE AND INDUSTRY ASSOCIATION OF NEW YorkK, INGC., 
REGARDING WELFARE AND VENSLON FUND LEGISLATION 


Presented by Horace E. Sheldon, Director, Industrial Relations Department, 
Commerce and Industry Association of New York, Ine. 


Commerce and Industry Association of New York, Inc., represents approxi- 
mately 3,500 employers, large and small, in all branches of industrial and com 
mercial activity, including many major national corporations with headquarters 
in New York. Through its industrial relations committee, which includes many 
of the Nation’s leading employee relations executives, and its industrial rela- 
tions department, the association studies and actively represents management 
thinking on significant labor issues at both the national and local levels 

Reflecting its concern over the then new revelations of varied forms of cor- 
ruption and abuse in the administration of certain types of employee welfare 
funds, the association in 1954 appointed a special committee on welfare and 
pension fund legislation. Based on a careful study of the problem by this 
committee, the association in March of 1955 adopted pioneering employer ree- 
ommendations calling for a moderate measure of public intervention to safe- 
guard the interests of the employee beneficiaries of such funds. 

We urged the view at that time that the States are best equipped to deal with 
the problem of welfare fund maladministration and corruption. We feel now as 
we did then that the accustomed responsibilities and functions, and staf 
facilities and experience of their insurance and banking departments and their 
proximity to the problem area fit the States to exercise the kind of supervision 
that is needed. As is well-known, many of the abuses have been associated 
with insurance practices of one type or another. The insurance industry in 
this country is regulated not by the Federal Government but by the respective 
States. The existing insurance and banking regulations of the States might 
logically be extended to encompass certain kinds of welfare fund operations. 
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As more fully stated in our March 1955 report, we believe State supervision 
of the insurance industry has demonstrated that State-by-State regulation can 
produce a reasonably uniform regulatory pattern and need not result in a con- 
fusing welter of conflicting requirements as some have claimed. 

In 1955 welfare fund legislation was adopted by the State of Washington. 
Last year New York State enacted a comprehensive program of supervisiou 
over employee welfare and pension funds, administered as to welfare funds b) 
the insurance department and as to bank-trusteed pension funds by the bank- 
ing department. The New York program provides a reporting and disclosure 
system coupled with appropriate provision of investigative powers and penalties 
for willful violations. Forthright prohibitions on improper fund payments to 
union or employer representatives also are included in the statute. The New 
York law wisely is limited in its application to funds which are jointly estab- 
lished or maintained by employers and labor organizations—the type of pro- 
gram where the wrongdoing has been found. As yet, there has been no con- 
clusive body of experience under the new law of course. But in our view the 
statute, adoption of which was actively supported by this association, holds 
good prospect for effectively dealing with the abuses that have been disclosed in 
our State. 

Connecticut has enacted a disclosure law this year, and the California Legis- 
lature sent a bill to the Governor last Wednesday, we understand. 

So a pattern of State regulation now is taking form. Particularly in view 
of the model bill adopted last year by the National Association of Insurance Com- 
missioners, it can be expected that other States will take action in the next year 
or two. 

Frankly, we had hoped that more States by now would have adopted wel- 
fare fund legislation. Realistically, however, it must be recognized that the 
problem of designing workable safeguards in this field is a complex one. Thus. 
it is not really surprising that a greater number of States have not yet de 
vised their own regulatory programs in the short 2 or 3 years since the problem 
first came to public attention. 

We earnestly feel that the Congress should not yet discount the possibility 
of broad remedial! action at the State level as the various bills now under cau- 
sideration by this committee appear to do. 

One of the prime criticisms of the final report of the Senate Subcommittee on 
Welfare and Pension Funds which we conveyed to the members o; the Commit- 
tee on Labor and Public Welfare last year was that it tended to .ninimize the 
potential for effective programs of safeguards in the States. While the report 
in theory would have reserved an area for State action, the tenor of the sub- 
committee’s recommendations was all in the direction of belittling rather than 
encouraging State efforts in this field. Were this replaced by a Federal atti- 
tude of forthright encouragement to the States, it might prove a sound contri- 
bution to the long-run remedying of the problem. 

We appear today, however, to comment upon the manner in which certain 
aspects of the subject are dealt with by the principal measures now before the 
Senate—S. 1122 by Senator Douglas, 8S. 2175 by Senator Ives, S. 1813 by Senator 
Goldwater, and 8S. 2137 by Senator Allott. In view of the volume of testimony 
that already has been taken or will yet be presented on many detailed facets of 
these proposed measures, we will restrict our comments to just three topics: 

(1) The desirable scope of coverage of any Federal disclosure or regu- 
latory program. 
(2) The operation of a Federal reporting and disclosure system. 
(3) The proposal to provide a neutral, court-appointed trustee for each 
fund. 
SCOPE OF COVERAGE 


While the Goldwater bill. and the Allott bill each undertakes in a different 
yay to tailor the remedy to the problem by making the statutory provisions 
apply generally to the types of programs where the trouble has been found, the 
Douglas and Ives bills would extend Federal controls indiscriminately to em- 
ployee welfare or pension benefit “plans, funds, or programs.” 

The association with all possible emphasis respectfully urges the committee 
to pause and reflect soberly upon the implications of the blunderbuss approach 
embodied in the Douglas and Ives bills before it formulates any reporting pro- 
gram. These bills: 

(1) Ignore the seemingly obvious good sense in confining the Federal 
program to the types of funds where the abuses have been found to exist. 
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(2) Ignore fundamental differences between formally organized funds 
and informal, unfunded plans and programs. 

(3) Ignore fundamental differences between level-of-benefit and cents- 
per-hour type plans. 

{4) Ignore the real danger of seriously diluting controls by indiscrimi- 
nately bringing all types of programs within their purview without regard 
for the magnitude of the administrative operation entailed. 


Where the abuse has been found 


There would be no welfare fund issue today were it not for the public dis- 
closures within the last 8 or 4 years of substantial wrongdoing in the admin- 
istration of joint union-management funds. Attention initially was focused on 
the problem by a study of the New York State Insurance Department beginning 
in 1953. Shocking disclosures of the looting of a small number of joint em- 
ployer-union funds by union officials or others with whom they were in league 
set off a broad investigation of the whole field. The further probing of the 
insurance department fully confirmed the original impression that the trouble 
was in the collectively bargained funds rather than in those administered solely 
by employers. 

Similarly, at the Federal plane the investigation of the Senate Subcommittee 
on Welfare and Pension Funds initially was focused entirely in the area of the 
collectively bargained funds. After the first phase of the investigation it was 
recommended in an interim report of the subcommittee, then headed by Senator 
Ives, that the further investigations should extend to unilateral employer- 
administered programs. Early employer suggestions that legislation was needed 
only to safeguard the interests of employee beneficiaries of the joint funds had 
sometimes met with the rejoinder that there was plenty of malpractice in the 
handling of unilateral employer programs, which supposed fact would be amply 
disclosed by investigations in that area. The subcommittee thereafter did 
devote some degree of its attention to this type of program, and had there been 
any real reason to suspect substantial malpractices in this area it could have 
given higher priority to that aspect of the subject and ferreted them out. But 
this hasn’t been done. Yet it is proposed to bring all kinds of programs under 
the new statute without troubling really to ascertain the need. 

The Senate subcommittee report under the general heading “Problems and 
Abuses Peculiar to the Type of Plan” discusses unilateral employer-administered 
plans. Interestingly, the only intimation, even, of any finding of abuse con- 
tained in this section is the observation that in many unilaterally operated 
programs the union has been found to have a voice in the selection of the 
insurance carrier. To the extent that this might be deemed an abuse, it would 
seem to confirm our own observations that realistically the problem with which 
we should be concerned is in essence a labor relations problem. 

At any rate, ignoring the graphic fact that despite the heading given this 
portion of the report nothing constituting a real abuse is discussed, the section 
proceeds to take up employers’ reasons for not wishing to disclose their costs 
in their own unilateral programs, as though this in itself were an abuse demand- 
ing corrective action. 

The statement made before this subcommittee last week by George Meany 
for the AFL-CIO illustrates how organized labor is grasping at straws in its 
attempt to demonstrate substantial abuse in unilateral employer programs. To 
suggest that the perfectly proper and normal insurance arrangements between 
General Electric and Metropolitan Life are in some way nefarious and of the 
same order of reprehensibility as some of the disclosures of outright plunder in 
the joint funds is truly preposterous, in our honest estimation. 

The thinking behind the Douglas and Ives bills seems to be that Congress 
is impelled to come up with an even-handed attack on the problem. Evidently, 
it is felt that if union funds are to be subjected to controls, then to be fair 
about it management programs should be, also. This is the worst kind of super- 
ficiality. 

It is not management’s proposal that union funds be regulated and that 
employer funds not be. Rather it is proposed that any Government intervention 
should extend only to those funds which are the equal responsibility of labor 
and management. It is in this type of program that the problem has arisen. 
It is these programs which by their very nature invite trouble, characterized 
as they are by the setting up of large special funds which are susceptible to 
pilferage. 
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The Goldwater bill, by amending the welfare fund provisions of the Taft- 
Hartley Act which apply of course only to. collectively bargained programs, rep- 
resents one sound way of confining the Federal safeguards to the types of pro- 
grams where they are needed. 


“Plan, fund or program” 


Another basic failure of the Douglas and Ives bills is that they do not dis- 
tinguish between formally constituted funds and informal “plans or programs” 
which encompass an impossible-to-forecast number of benefit arrangements, 

Where benefits are furnished through the medium of a trust fund, a special 
order of fiduciary responsibility exists. Financing tends to be clean-cut and 
subject to accurate check. On the other hand, “programs” or “plans” under 
which medical, sickness, unemployment or retirement benefits may be pro- 
vided can and sometimes do properly operate on a highly informal basis without 
benefit of separate financing arrangements. A medical dispensary in a manu- 
facturing plant, for instance, might be considered to constitute a ‘medical pro- 
gram” under the bill. It may be operated by the company as a routine part of 
its personnel services and be paid for out of general company funds with no 
separate bookkeeping of any kind. To apply the reporting, examination and dis- 
closure provisions of the projected Federal program to this kind of operation 
would be a severe distortion of the proper purposes of this legislation. 

Still, as it stands now under these bills this and other similar informal kinds 
of employer-sponsored benefits would be subject to all the record-keeping and 
reporting standards of the formally organized funds. The result could only 
be either needlessly to require the institution of elaborate, costly and other- 
wise pointless bookkeeping procedures so as to enable such programs to comply 
with the requirements of the Federal statute, or to discourage employers from 
mantaining such informal services for the benefit of their employees. 
Level-of-benefit programs 

Perhaps the most basic criteria of all which should guide Congress in design- 
ing a program of safeguards is that the aim should be to atford protection as 
to those welfare or pension plans where the employee beneficiaries stand to 
lose by an maladministration which adds to the cost of the program. The Allott 
bill would appear to achieve this purpose in large part by exempting from its 
provisions so-called level-of-benefit plans. Such plans are defined to include 
those where the fund administrators assume the risk of unusual losses, and a 
fixed benefit is the basic ingredient defining the plan rather than a stated cents- 
per-hour or percentage-of-payroll type contribution level. 

The entirely different character, for purposes of the legislation, of cents-per- 
hour versus level-of-benefit plans is pointed up by these two illustrations: 

(1) An employer and union in collective bargaining agree on the estab- 
lishment of a welfare fund to which the company will contribute 8 cents an 
hour for each covered employee and which will be used to pay life insurance, 
hospitalization and weekly disability benefits. The amount of the benefits 
and the eligibility rules are dtermined supposedly by what can be provided 
with the employer contributions. The money available for paying benefits, 
of course, is directly diminished by the amount of administrative expenses 
which must come out of the employer contributions. 

Plainly, in these situations the employee beneficiaries stand to lose by 
any mishandling of funds. 

(2) An employer who has no collective bargaining arrangements decides 
to provide company-paid life insurance of $2,500 for all his employees. Any 
administrative expenses are borne by the company out of its general funds. 

In this case, once the employer decides upon the benefit to be provided, the 
employees’ interes; cai. hardh b:; affect d by h w cheaply or expen 
the employer is able to procure the insurance. Or, for that matter, by 
whether he elects to place the insurance through an agency in which his 
brother-in-law has a half interest. 

Careful examination of the factual picture respecting the provision of various 
kinds of employee benefits in this country will confirm that aside from formally 
constituted collectively bargained welfare or pension funds, the preponderance 
of programs are so set up that employers bear the administrative expenses out 
of general funds, and employee interests are not endangered by the kind of 
shenanigans found in some of the employer-union funds. This is borne out con- 
vincingly in the pension area by the comprehensive 1955 study of the New York 
State Banking Department. The department surveyed 643 pension programs 
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covering 20 or more employees in New York State for some 250 items of informa- 
tion. In 86 percent of these plans, administration was solely in the hands 
of the employer. Total administrative expenses for all funds amounted to 
$4,470,000 for the fiscal year reported. Significantly, of this amount, $3,977,000 
or 89 percent of the total such expenses were paid directly by the sponsoring 
employers. 

Probably the most careful study yet made of the distinguishing features of 
level-of-benefits plans and their implications is that conducted by the New York 
State Insurance Department. Special Counsel Martin S. House, in his report 
to the superintendent last year, specifically rejected organized labor’s argument 
that regulation should be across the board for all kinds of plans. He said: 

“For the true level-of-benefits plan, there is nothing to regulate with the 
possible exception of literature * * * For the present, it is our view that the 
statute should be directed toward the regulation of trust funds or funds so 
earmarked that they carry fiduciary implications. In level-of-benefit plans 
such a fund does not exist since the employer merely promises to provide benefits 
and not to set aside certain sums of money. Even where the employer sets up a 
reserve on his balance sheet it is merely for his own convenience.” 

“* * * Such questions as whether the employer pays too much for insurance, 
whether commissions are too high, whether there are kickbacks to corporate 
officers, and whether the cost of administering the plan is too high are issues 
for stockholders to complain of.” 

The Senate subcommittee’s own report notes that typically in unilateral 
employer programs: “If insurance costs go up, the employer contribution goes 
up. If insurance costs go down, the employer’s contribution declines, also.” 


Cost of needless controls 


Probably the predominant single characteristic of the present Congress is its 
economy mindedness. The budget-cutting knife is being wielded with exceptional 
determination. In the interest of reducing total Federal expenditures substan- 
tial reductions are being effected in appropriations admittedly going to support 
needed and worthy programs. 

In stark contrast is the prospect of Congress establishing a sizable new 
bureaucracy to preside over the operation of private employee welfare and pen- 
sion programs with respect to 99 percent of which there is absolutely no demon- 
strated need for Federal safeguards. 

The Senate subcommittee final report states that about 92 percent of all welfare 
and pension programs are unilaterally employer operated. Only a small propor- 
tion of the remaining 8 percent of the programs which result from collective 
bargaining have experienced abuses for which a remedy is needed. Still, it is 
proposed that in order to get at the wrongdoing in these few funds, Government 
machinery should be set up to check upon all programs of every conceivable 
description. 

With sound proposals before it which would cut the size of the Government 
establishment to fit the nature of the problem, it would be questionable indeed 
for Congress to legislate the establishment of a needlessly elaborate bureaucracy. 

As Secretary Mitchell told the subcommittee, no one really knows how many 
plans there are. The Douglas subcommittee report estimates there are half 
a million. Under the Ives bill, presumably they all would be required to report. 

It is not enough, of course, that the Federal agency charged with administer- 
ing the projected disclosure program stow away in some dusty file room in 
Washington the required reports coming in from covered funds all around the 
country. Skilled analysts must review these reports, and any discrepancies or 
data suggesting improprieties must be investigated if the whole program is to 
serve its purpose. Obviously a sizable organization will have to be provided 
to do the job if legislation along the lines of the Ives or Douglas bills is enacted. 

The SEC has estimated a first-year budget of $1,325,000 to administer the 
program contemplated under the Douglas bill on a spot-check basis. There is 
serious question as to the propriety of arbitrarily excluding the smaller funds. 
If they are encompassed in any future program, the SEC expense would rise 
very materially, of course. 

We must urge that Congress be guided by the rule of reason in formulating any 
legislation. It is not, and has never been, the public policy in this country to 
extend Government controls into every conceivable area where potentially some 
inequity can arise for someone. It is our tradition to provide for Government 
supervision of private undertakings only where a broad and persuasive pattern 
of conduct dictates the clear need for such supervision. 
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We submit that with respect to the broad range of welfare benefits provided 
by employers without any contractual commitment on a level of benefits basis: 
(1) By the very nature of the basic character and operating structure 
of these programs, it cannot reasonably be said that employee rights or 
interests even theoretically are endangered by any form of malpractice. 
(2) As a matter of fact abuses have not been disclosed in the operation 
of such programs. 

We respectfully recommend that Congress tailor the projected safeguards to 
fit those situations where the trouble is known to exist. To go further for the 
sole sake of presenting an outward impression of “fairness” or “even-handedness” 
would be a serious mistake, particularly considering the costs involved both to 
business and Government, 


REPORTING AND DISCLOSURE 
Choice of agency 

We have considered the relative suitability of the several Federal agencies 
that have been proposed as administrators of a welfare fund reporting and 
disclosure plan. It is our opinion that of all the agencies to which the task 
might be assigned, the Securities and Exchange Commission probably is best 
fitted to assume this responsibility. As noted in the report of the Senate Sub- 
committee, the SEC is the only Federal agency having substantial experience 
over a long period in the administration of disclosure-type statutes.. In terms 
of basic orientation and existing staff facilities, it would appear to be well- 
equipped to oversee the reporting, examination, and disclosure of pertinent 
information on welfare and pension fund operations. The independent status of 
the SEC further recommends it. 

The Internal Revenue Service also might appear a possibly logical choice. 
However, before this agency was selected, very careful attention ought to be 
given to the question of whether assuming the burden of administering a wel- 
fare and pension fund disclosure statute would not be inconsistent in important 
respects with its administration of the tax laws. 

IRS row is specifically barred from disclosing tax information in its posses- 
sion, and as the final report of the subcommittee notes, it is this sense the 
opposite of a disclosure agency. 


Provision for disclosure to the States 


We are anxious that any Federal program which might be adopted not operate 
to discourage the enactment of New York-type legislation in other States. Each 
ef the principal bills under consideration provides in effect that the projected 
Federal statute shall not diminish the right of the States to establish their own 
regulatory arrangements. This is an important and salutary provision. We 
urge, however, that one further provision be made respecting present and future 
State programs. 

Welfare or pension funds which are subject to reporting requirements of the 
States which are substantially equivalent to those under any future Federal 
plan should be relieved of the obligation to file further reports with a Federal 
agency. Should State remedial legislation continue to spread, this would very 
materially cut the sum total imposition of redtape under concurrent Federal 
and State attacks on welfare fund abuse. 


Disclosure of fund investments 


Any disclosure-type statute in our opinion carefully should specify the types 
of information required to be reported by covered welfare or pension funds and 
set forth to what degree and in what manner such information is to be made 
available to the public or to interested parties. We would oppose providing too 
broad a statutory grant of discretionary authority to any public officer to deter- 
mine the scope of the data tu be reported. 

The requirements as to the reporting of pension fund investments must be 
carefully weighed. To order full public disclosure of each fund’s complete 
portfolio is unnecessary as a safeguard and would be unwise in our estimation 
for these reasons: 

(1) Investment management is a competitive business. Sound competi- 
tive practices can hardly flourish if covered funds are required to reveal 
to one and all their estimation of the relative merits of alternative invest- 
ment opportunities. 
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(2) Particularly in the case of the larger funds, public disclosure of port- 
folios could have unfortunate repercussions for the companies involved. 
Some national concerns have business relations with dozens or hundreds of 
supplier and customer firms in whose securities their pension funds might 
normally invest. An unnatural and undesirable restraint would be placed 
on their investment policies were their detailed day-to-day investment 
activities made known to all their customer firms in a given industry, for 
example. Disclosing to them the fact the pension fund of an important 
organization from which they each buy goods has switched from one com- 
pany’s securities to another could cause tensions in customer-relations. 

A Federal disclosure program should not act to introduce extraneous consid- 
erations where normal investment criteria solely should govern investment 
actions. 

Adequate disclosure of investment information can be assured by pinpointing 
in the legislation particular investment practices which raise some question of 
propriety and thus perhaps should be reported upon. The Douglas and Allott 
bills properly restrict the required reporting to: 

(1) Fund investments in the securities or property of parties at interest. 

(2) Investments which individually exceed 5 percent of the total fund. 
(The 5 percent standard may be unnecessarily low, in our opinion.) 

(3) Investments which exceed 10 percent of the total value of any one 
company’s securities. 

The Goldwater bill, on the other hand, simply would require “a detailed sched- 
ule showing the investments of the fund” and is lacking in sufficient specificity 
on this point. 

COURT-APPOINTED NEUTRAL TRUSTEE 


With one exception, the various proposals before Congress for remedying 
welfare fund abuse do not undertake to deal with possibly the single most im- 
portant factor contributing to such abuse—the inequality of bargaining power 
which often makes it difficult or virtually impossible for an employer effectively 
to insist upon clean, efficient fund operation. While the all-too-common failure 
of employers to assume their fair responsibility for the sound adininistration of 
the welfare programs to which they contribute cannot be condoned, it must be 
recognized that sometimes the union is in a position substantially to dictate 
all major fund decisions. 

The Goldwater bill does attempt to deal in one way with this fundamental 
factor. Under this bill, for each covered fund a neutral trustee would be desig- 
nated by the appropriate Federal district court, empowered to make final and 
controlling decisions, subject only to court review, “in the event of any dispute 
arising in regard to the administration of the fund.” It may be that such a 
neutral trustee would be able actually to forestall some corrupt or improper 
practices. Although this is an attractive proposal in some respects, on balance 
we would oppose the plan. 

In the first place, as a matter of general principle we feel it would be unwise 
to intrude Government so intimately into the day-to-day operations of these 
private benefit funds. Second, it should be noted that section 302 of the Taft- 
Hartley Act, which the Goldwater bill would amend, already empowers the Fed- 
eral district courts to name arbitrators to settle disputes arising between union 
and management trustees where they fail to select an arbitrator themselves. We 
would prefer to see intervention by Government limited as it is now to such 
situations. 

Furthermore, on close exumination it appears that the protection which a 
court-designated trustee could afford a weak employer vis-a-vis a strong union 
bent on subverting the fund for its own purposes may be a bit illusory. Assum- 
ing a case in which the union trustees, in the absence of a neutral party, are able 
to have their way by virtue of labor’s superior bargaining position, it should 
remain possible for them to do so with a neutral trustee by seeing to it that no 
“dispute” arises on any key issue. Wherever the union is strong enough to 
compel the employer to accede to its designs, a joint union-management position 
will emerge for the record, and under the terms of the Goldwater bill the public 
trustee would be precluded from acting. 


Senator Ives. I believe Mr. Denker is here, of Johnson & Higgins. 
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STATEMENT OF MORTIMER M. DENKER, VICE PRESIDENT AND 
DIRECTOR, JOHNSON & HIGGINS 


Senator Ives. Have you a prepared statement ? 

Mr. Denxer. I have a prepared statement, sir; yes. I have passed 
out copies. 

Senator Ives. This is comparatively bri¢f. I suggest you read this. 

Mr. Denxer. My name is Mortimer M. Denker. I am a vice presi- 
dent and director of Johnson & Higgins, and the officer primarily 
responsible for the group insurance and pension-planning activities 
of our firm. Our firm has branches in 13 key cities of the United 
States, and is one of the largest organizations in the employee-benefit 
planning and consulting field. We serve as actuaries and consultants 
to more than 600 clients in connection with their employee-benefit 
plans affecting millions of employees and beneficiaries. Our clients 
include corporations, trade associations, municipalities, jointly man- 
aged Taft-Hartley trust funds, schools, and other nonprofit organiza- 
tions. As a result our experience is fairly broad and extensive. 

We do anticipate that the enactment of any of the proposed bills 
will have a detrimental effect upon our business and, consequently, we 
feel that we can look upon the various bills that have been submitted 
in an impartial and unprejudiced fashion. I am appearing here to- 
day in the hope that the breadth and diversification of my firm’s ex- 
perience in the field and our views on the proposed legislation may 
be beneficial to the committee. 

We have naturally followed with interest the investigations and 
hearings of the special subcommittee and the committee itself, and 
want to commend the Senators involved for their splendid contribu- 
tion to the public’s understanding of this subject through the pub- 
licity that has resulted from the committee’s studies and hearings. 
In my opinion, the investigations you have conducted have, of them- 
selves, gone a long way toward creating an atmosphere where the 
abuse and misuse of funds will be held to a minimum. To me, the 
code of ethical practices adopted by the AFL-CIO and the recently 
announced code of practices developed by the National Association 
of Insurance Commissioners are very heartening developments. I 
might say this morning, too, we learned of some dev elopments on the 
part of the various States in getting interested and serious about this 
problem. 

I should like to make it clear, however, that we are in favor of 
legislation that may be necessary to correct the abuse and misuse of 
welfare and pension funds which would have the effect of depriving 
beneficiaries of benefits which otherwise would have been received 
wnder these plans, and that is an important part of our theme that 
we think where it does actually result in any particular abuse that 
that certainly ought to be the basic province of this committee from 
the standpoint of legislation that ought to be enacted. In helping to 
prevent future abuse, we believe that the proposed registration, 
reporting, and disclosure requirements should be effective. 

However, we respectfully suggest that such requirements should not 
be imposed upon the large number of plans which are on a 
benefit” basis as opposed to a “fixed contribution’ 
type of plan. 


“definite 
or indefinite benefit 


To my knowledge, there has been ne important case 


Qrage e- . 
IIOL7 oe 16 








234 WELFARE AND PENSION PLANS LEGISLATION 


where it has been shown that it would be in the interest of the public 
welfare to subject “definite benefit” plans to the registration, report- 
ing, and disclosure requirements. Neither has there been any evi- 
dence developed which would indicate that there has been any abuse 
or misuse of funds in these plans which would have the etfect of de- 
priving beneficiaries of benefits due them. I should like to point out 
that adoption of tle propbsed requirements in areas where they are 
not necessary can only result in saddling the administrators of these 
plans with a great deal of unnecessary work and costs and the tax- 
payers with a great deal of unnecessary expense. 

In our opinion, limiting the application of the proposed legislation 
to “fixed contribution” plans would accomplish the basic purpose of 
discouraging further abuse without subjecting the vast majority of 
plans which have shown no abuse to unnecessary and expensive re- 
porting and disclosure requirements. 

We would like to submit for the further consideration of your com- 
mittee the following reasons why we believe it would be unwise for 
the Congress to require registration, reporting, and disclosure at this 
time—and that is an important part of our theme, too—with respect 
to pension and welfare plans other than those established on a “fixed 
contribution” basis. 

First, lack of evidence indicating abuse in definite benefit plans. 
In the supplemental views appended to the final report of the Commit- 
tee on Labor and Public Welfare, dated April 16, 1956, it was stated: 

* * * that the following seem to be main areas of abuse in this field: 

(1) Excessive commissions. 

(2) Excessive administration fees. 

(3) Use of administration expenses for purposes other than administration. 

(4) Unequal treatment of insurees by insurance companies as to dividends 
or premium credits. 

(5) Nepotism. 


(6) Looting or embezzlement as well as gross misabuse of funds for “expenses” 
of fund officials. 


(7) A failure to achieve under the Taft-Hartley Act a true dual administra- 
tion of funds. 

To my knowledge, there has been no evidence developed which 
would indicate that most of these abuses could possibly oceur in defi- 
nite benefit plans. Even in the few areas where it might be possible 
for abuse to occur, such as excessive commissions, nepotism, or un- 
equal treatment of insurees by insurance companies, it is hard to see 
where such abuse could have the effect of depriving beneticiaries of 
benefits which they would otherwise have received under a definite- 
benefit plan. 

All of the above types of abuse which have been disclosed by the 
committee and other investigations have generally applied to the fixed 
contribution type of plan. This is true in spite of the fact that definite 
benefit plans outnumber fixed-contribution plans by about 10 to 1. 

If as a result of further study and investigation, abuse is found in 
the area of detfinite-benetit plans, appropriate legislation can then be 
considered. It seems reasonable, therefore, that until such abuse has 
been found, the burden of registration, reporting, and disclosure 
should not be imposed on this large segment of benefit plans. 

We are cognizant of the fact that your committee's staff did under- 
take a thorough investigation of the definite benefit plans of two 
leading corporations. Although certain minor criticisms of the opera- 
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tion of these plans were made, particularly with respect to the lack 
of disclosure of cost information to beneficiaries in some areas, it 
should be obvious that these criticisms pale by comparison with the 
types of abuse that have made it necessary to consider legislation 
in this area. 

Second, we think it is important that there is a lack of opportunity 
for abuse in definite benefit plans. Under the definite benefit plan the 
employer usually provides his employees with specific benefits and 
agrees to pay either the entire cost of such benefits, or the balance of 
the cost over and above the employee's stipulated contributions. 

In such a plan, the opportunity for such major abuses as looting, 
embezzlement, excessive administration fees, use of administrativ 
expenses for purposes other than administration is practically non- 
existent. When an employer has a definite benefit plan which he 
administers, regardless of whether the plan is collectively bargained 
or not, the usual administration system 1s that premium payments are 
made directly by the employer from his cash or working capital ac- 
count to an insurance company or trust company. There are no loose 

moneys lying around as is the case in the fixed contribution type of 

plan where payments are collected from a large number of employers 
and go into a central collecting point after which only part of these 
payments is passed on to an administering agency, such as an insur- 
ance company or bank. 

Furthermore, in the usual definite benefit plan, there are no special 
administration fees or possibilities for looting or embezzlement other 
than the dishonesty of an employee in the accounting or payroll de- 
partment of the employer—a risk the employer assumes in entrusting 
any employee in the normal conduct of his business. Such dishonesty 
of an employee can hardly be legislated out of existence. It should 
seem clear that the most scandalous abuses have occurred in connec- 
tion with the siphoning off of loose moneys in the fixed contribution 
type of plan for purposes in no way connected with the plan. 

Obviously, if a definite benefit plan is not administered economi- 

cally by the employer, or if the employer purchases benefits from an 
insurance company at a cost higher than is necessary, the one who 
suffers is the employer—not the ‘benefici ‘lary. (¢ ‘onsequently, any pos- 
sible abuse in the area of nepotism, or excessive commissions (which 
apparently will be controlled by the National Association of Insur- 
ance Commissioners’ code) would not operate to deprive the bene- 
ficiaries of benefits due them. In our opinion, this is a most significant 
consideration. 

Notice should be taken of the fact that some persons have main- 
tained that disclosure of cost information to beneficiaries in definite 
benefit plans would cause some employers to purchase benefits at a 
lower cost and pass on the savings to the beneficiaries in the form of 
higher benefits or lower employee contributions. We have strong 
doubts as to whether this in fact would be the case. Also, a very 
large proportion, in our opinion, of definite benefit plans are estab- 
lished on the basis of industry and area benefit patterns and not cost, 
and I can say that is definitely so from considerable experience in 
assisting employers with their bargaining on these benefits. 

I should like to make it clear at this point that we are in no way 
contending that dishonesty is the sole province of union officials. 
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Taft-Hartley fund trustees, or other persons connected with fixed con- 
tribution plans, or that all "of the individuals connected with definite 
benefit plans are, per se, above reproach. However, we do contend 
quite firmly that the mechanics of the definite benefit plan limit to an 
irreducible minimum the possibility of abuse. 

Inadequate study, in our opinion, has been given to the possible 
impact of proposed requirements on benefit planning. We think that 
is relatively ii.:portant because relatively little has been said on this 
aspect of the problem. ‘To date we have not seen anything to indicate 
that consideration has been given to the possible impact on the growth 
and development of welfare and pension plans that would result from 
the proposed registration, reporting and disclosure requirements. 
From our experience in this field, we can envision many problems 
which might result from such requirements. For example, it is not 
unlikely that many employers wingh become less progressive in experi- 
menting with new and more comprehensive types of benefits for their 
employees if their every move were open to public view and subject 
to possible criticism—often without a complete understanding of the 
many complex factors underlying the adoption of such a plan and the 
risks involved. 

The history of the welfare and pension plan movement in this 
country shows that a great many plans started from humble begin- 
nings with a nominal contribution from the employer. As conditions 
permitted, however, employers participated to a greater extent. It is 
entirely probable that, had these iecaliden been required to disclose 
their original limited participation in the cost of these plans, a great 
many of the plans now in effect would probably never have come into 

xistence. 

Also, there are many occasions when it is necessary and desirable 
to set aside appropriate contingency and other reserves to assure, 
to the maximum degree possible, ‘the fulfillment of the promises being 
made to the beneficiaries of a sound welfare and/or pension plan. 
Often determination of the amount of such reserve requires considera 
tion be given to a host of technical factors, like future interest rates, 
mortality rates, rates of employee turnover, etc. It is apparent that 
the disclosure of such reserves, without a complete understanding of 
what they stand for and the need for them, can only result in pre- 
mature pressures to reduce such reserves or use them to increase bene- 
fits, with the resultant effect that the security underlying these 
programs will become seriously impaired. 

Last, we feel that the proposed requirements would result in sub- 
stantial administrative costs to the employers and taxpayers. There 
can be little doubt that the expense inherent in the registration, 
reporting and disclosure requirements of the proposed legislation, if 
applied to all plans, would be substantial to both the employer and the 
Government. One has but to contemplate the costs involved in the 
preparation and submission of the necessary information in the form 
prescribed to the appropriate Government agency, the development 
and printing of the necessary information to be distributed to 
employees and their beneficiaries, the actual distribution by hand, or 
through the mails to all the employees and their beneficiaries, and the 
hiring and training of necessary personnel to answer questions on 
such releases, to realize that this will run into substantial sums of 
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money for employers. Similarly, the cost to the Government to collate, 
interpret and analyze the registration forms and annual reports alone 
will run into millions of dollars. In these days, when the Govern- 
ment is making every effort to trim its expenditures and reduce the 
enormous burden on its taxpayers, the incurring of this substantial 
additional cost in an area where it has not been ascertained that any 
abuse exists would not appear to be prudent. 

Summing up our views, we feel that it would be unwise for the Con- 
gress to enact, at this time, legislation requiring registration, reporting 
and disclosure with respect to definite benefit plans. Secondly, 
as has been shown, there is little opportunity, if any, for mean- 
ingful abuse under this type of plan that would have the effect of 
depriving employees and their beneficiaries of any benefits. Thirdly, 
we have shown that the employee benefit planning movement could 
suffer appreciably as a result of proposed registration, reporting and 
disclosure requirements. Lastly, there would appear to be no reason 
for imposing this additional administrative burden on the Govern- 
ment and financial burden on the taxpayer. 

Of the various bills pending before your committee, the Allott bill 
(S. 2137) would appear to us to come nearest to embodying our views. 

I want to thank you, gentlemen, for the opportunity of appearing 
before your committee, and trust our comments may prove helpful to 
your committee in its further consideration of ae legislation. 
Naturally if we can be of any further help to your committee, we 
would be more than happy to do so. 

Senator Ives. What are your views with respect to the code of ethics 
of the National Association of Insurance Commissioners confining 
itself to Taft-Hartley or definite contribution type benefits? In 
other words, why shouldn’t the code of ethics go across the board? 
Why limit it? 

Mr. Denker. It would seem to me the code of ethics probably should 
go across the board. I haven’t had an opportunity, I might say, to 
read the code as adopted by them. I have seen various reports of 
some of the features, but I hadn’t realized they had completely 
restricted themselves to the Taft-Hartley area. 

Senator Ives. Apparently they have. 

Mr. Denker. I wasn’t aware of that. 

Senator Ives. Senator Allott. 

Senator Atiorr. I want to thank you, Mr. Denker. I, of course, 
agree pretty well with your fine statement. One of the things which 
you raise indirectly in your statement is something which has not been 
mentioned in these hearings to my knowledge, and that is the situation 
which the original committee composed of Senator Douglas and Ives 
and myself and others, investigating these Taft-Hartley funds, we 
found repeatedly evidences of the joint trusteeship breaking down. 
Now, there was some testimony which indicated that this was due in 
some instances to what we might call psychological pressure. In one 
instance at least definite physical threats were involved. But the 
committee did not seek to go into the definite aspects of that, but the 
fact is that one of the key weaknesses in this whole area seems to be 
that when you get into the area of funds administered under 302 (c) 
(5) of the Taft-Hartley Act, the joint responsibility which the act 
itself seems to—well, does place there, seems to break down. We dis- 
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cussed a great many reasons why that broke down. There were these 
two reasons that I suggested. ‘There is also the attitude in some in- 
stances of the employer where the employer says, “Well, when I bar- 
gained with these people, I had to give them so much money, usually 
so many cents per hour, and therefore I am not too interested in what 
they do with it. I have to give it under my bargaining agreement.” 
That of itself, I am sure we all agree, provides no incentive to the 
employer to effect savings or to effect a better contract or to operate a 
more efficient plan. You would agree with that I am sure. 

Mr. Denker. There would be no question on that, Senator. 

Senator Atiorr. And I want to repeat and underscore, because 
I do take a different position from what organized labor has taken 
here, but I want to repeat because I do differ with them in substance, 
what you have said, and that is that dishonest men are where you 
find them, and certainly I wouldn’t want anything that I have ever 
said or do say in these hearings to imply that the only people who 
can be dishonest are on one side in this instance. I have found in 
my own life the finest people and the worst people at every end of the 
spectrum, and you can find the finest people and the worst people in 
the same small church. So they are where you find them, and this 
should not be argued upon what I consider a demagogic argument, 
what is sauce for the goose is sauce for the gander, and I do appreciate 
your fine statement. 

Senator Ives. Mr. Chairman, I don’t think this is a good time for 
the members of the committee to get into an argument. 

Mr. Denker. I might say this, Senator, it is interesting—once 
again, we feel as you do that you certainly can’t classify people by 
which side of the fence they are on—but it is rather interesting that 
in the case of the steelworkers there has been no real abuse shown in 
the application of national funds, where the steelworkers themselves 
have given to management the prerogative of purchasing these insur- 
ance benefits at the lowest possible cost, and I think a wonderful job 
is being done by most of the leading steel companies, and there a 
been absolutely no abuse shown in that area. 

Senator Ives. Yes; and as recently as 2 years ago in this very room 
the man who then testified on behalf of the steelworkers said the last 
thing they wanted was to have that plan disturbed. They were per- 
fectly happy with it. 

Mr. Denker. Yes. ‘ 

Senator Kennepy (presiding). I understand from the staff that 
you spoke highly of the AFL-CIO ethical code which has been put 
forward. 

Mr. Denxer. Well, I certainly gave that, Senator Kennedy, as an 
instance of the awareness that your committee, I think, has created 
on the part of the people of the problem and the need for doing some- 
thing about it. 

Senator Kennepy. Well, now, these codes indicate certain practices 
which are undesirable. I think it is desirable to write into this dis- 
closure or registration act the prohibition of certain practices which 
experience has shown to be abuse such as are discussed in those codes. 

Mr. Denxer. Of course, that is a pretty broad statement, I think, 
as you will realize. 

Senator Kennepy. In other words, should we rely just on disclosure 
or should we attempt to put in prohibitions? Senator Goldwater’s bill 
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provides that a union fund should be kept out of certain channels. I 
was just wondering if we should do that. 

Mr. Denker. I would be inclined to see us move into legislation 
slowly and start with disclosure, and give it more teeth if and when 
it is necessary. 

Senator Kennepy. Which agency do you think should handle it if 
the proposed legislation becomes law? Do you think it should be 
the Securities and Exchange Commission, the Labor Department, or 
a new agency, or what? 

Mr. Denker. Frankly, we haven't had a chance to study the question 
as carefully as we would like. We have a few feelings about it. At 
the present time, as you are all aware, the Internal Revenue Service 
is doing a considerable amount of work with respect to pension and 
profit- -shari ing plans. It might be that a lot of the financial data and 
so forth that is required and were not already being submitted to them 
could be received by the Government by extending the province of 
reporting to the Bureau of Internal Revenue for approval. It would 
seem to me, too, that any agency that is delegated with this responsi- 
bility ought to be as nonpolitical an agency as possible and ought to 
be one that would provide as much continuity as possible to the ad- 
ministration of these plans. 

Senator Kennepy. You don't have any idea which agency that 
might be? 

Mr. Denker. At the moment, assessing the various ones suggested 
by the various legislations before you, we have the feeling that the 
SEC is perhaps the best agency, except that in the areas where you 
have agencies already collecting information we would like to see 
you minimize the duplication. 

Senator Kennepy. I notice you state there has been no important 
case where it has been shown that it would be in the public interest 
to subject definite benefit plans to the registration, reporting, and 
disclosure requirements, and that you wouldn't like to saddle the 
administrator of these plans with a great deal of unnecessary work 
and cost and the taxpayer with a great deal of unnecessary expense. 
There must be voluminous records kept for the successful adminis- 
tration of these plans anyway. I don’t think we are going to ask for 
anything that isn’t readily obtainable, especially when the funds 
involve millions of dollars. 

Mr. Denker. It all depends on what particular information you are 
talking about, but for the average organization—I am not thinking 
now of the giants who can perhaps afford the luxury, but I am 
thinking of the average industrial corporation, probably if you asked 
for some of the information that has been talked about, I think it 
would be saddling them with a considerable amount of additional 
expense. 

Senator Kennepy. What sort of expense ¢ 

Mr. Denker. Asking them for information they are not providing 
at the present time; disclosure information, for example. 

Senator Kennepy. With the type of disclosure that you talked 
about, certainly they ne have that information readily at hand. 

Mr. Denker. Well, it is in most cases. You mauled be surprised, 
T think, to find that very few organizations have that kind of infor- 
mation that well organized and that readily at hand. Organizing it 
in a form to present it to employees presents a different sort of job, 
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instead of grabbing loose statistics and throwing them into a com- 
posite statement that will confuse rather than clarify the employees’ 
understanding of the plans. 

Senator Kennepy. I appreciate very much your testimony. 

Senator Kennepy. The next witness this morning is Marshall A, 
Pipin. Mr. Pipin is attorney for the Boilermakers’ ‘National Health 
and Welfare Fund, Chicago, Il. 

Mr. Pipin, did you want these exhibits to be made part of the 
record ? 

Mr. Pirrn. Yes; and they are also to aid the subcommittee in con- 
nection with my presentation of our problem, the problem of other 
funds that operate in more than one State. 

Senator Kennepy. When you conclude, you can give it to the steno- 
typist, and we will make that a part of the record. I think it will be 
helpful. 


STATEMENT OF MARSHALL A. PIPIN, BRADLEY, PIPIN, VETTER & 
EATON, ATTORNEYS FOR BOILERMAKERS NATIONAL HEALTH 
AND WELFARE FUND, CHICAGO, ILL. 


Mr. Pirry. Time did not permit, after I received the telephone call 
from Mr. McClure, to prepare a written statement, but I have it 
a 
name is Marshall A. Pipin, and I am a member of the firm of 

Bradley Pipin, Vetter & Eaton in Chicago. My firm and I represent 
the Boilermakers’ National Health and Welfare Fund. 

The Boilermakers’ National Health and Welfare Fund is a jointly 
trusteed fund, with equal trustees from management and from labor, 

The boilermakers’ fund receives contributions from employers and 
provides benefits for employers in 47 States, the District of Columbia, 
and Alaska. Weare what is commonly known as a national fund. 

Under any of the bills which are pending here before the committee, 
this fund is covered as a jointly trusteed fund which receives its con- 
tributions on a 714 cents per hour for each hour worked by the em- 
ployees. So we are approaching this problem, and the question which 
I wish to discuss with the committee today is the problem of a fund 
which receives contributions to provide benefits in more than one State, 
the problem of operating efficiently with the Federal act and with 48 
separate State acts, and I might say, as a matter of further identifica- 
tion, reference was made to the Senate subcommtitee investigating 
funds. I appeared before the committee at its request, and with 
others—the Chicago Painters and Decorators’ Welfare Fund—to ex- 
plain how properly managed funds should be set up and operated. 

We recognize the need—and by “we” I mean the trustees of the 
Boilermakers’ National Health and Welfare Fund—re« ognize the need 
for some regulation and control. ‘True the investigations by the Sen- 
ate committee and by the New York house committee disclosed that 
actually the funds that were maladministered were less than 10 percent. 
However, the beneficiaries of those funds need as much protection as 
the other 90 percent. Then, too, the fact that any fund, jointly trus- 
teed funds, is maladministered reflects upon every other fund. 

Now, we are not opposed to regulation and control. The fact of 
the matter is, as to the four bills which are now pending before this 
committee, we could live with any one of them. 
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There are certain suggestions I have to make as to provisions which 
are not actually concerned with the regulation of the operation of 
funds. These suggestions are in connection with the Goldwater bill, 
which would amend the Labor Relations Act, and I will consider that 
at the last, if time permits. My testimony is directed to the situation 
which is created by multistate regulations under State laws and by 
the Federal act. This is brought about by the fact that there are 
State laws now, 3 which have been passed—4 with California referred 
to by a previous witness, and there are also many other bills pending, 
some of which may not be passed at this session of the State legislature, 
but which will eventually be passed. It is this multiplicity of State 

regulations, together with the provisions, which is found in all of the 
Senate bills, that expressly provides that the State may regulate wel- 
fare funds as they see fit, which presents a very practical problem with 
which we are familiar, having already had experience in New York. 

Senator Avxorr. Mr. Pipin, before you go further, may I ask is 
your main office in Chicago ¢ 

Mr. Pier. That is right. 

Senator Atzorr. I don’t mean you individually; I mean the fund 
office. 

Mr. Pirrtn. The fund's principal office is in Chicago and my office 
is in Chicago, too. 

Now I would like, with the subcommittee’s consent, to call your 
attention to one exhibit. The first one is a list of the States in which 
bills are now pending. California had, originally, seven bills pend- 
ing. One of them has been passed. Connecticut had five bills. One 
of those bills has passed and has been signed by the Governor. 

Michigan had one passed. In other words, in summary, there were 
19 bills in 8 States in this session of the legislature. 

Now, then, I can easily sit here and say y that this is going to present 
a burden upon us and so forth. That means nothing unless I can be 
concrete. So I would like to call your attention to another exhibit 
which you will find there which is headed, “Summary of Registration, 
Reporting, Disclosure and Examination Provisions of State Laws 
Re eulating : and of Pending State Bills To Regulate Welfare Funds.” 
We have selected those which have been enacted. plus those which were 
pending at the time we prepared this and which appear to be the ones 
most. likely to be acted upon. 

You will note under the first heading of “registration,” that in each 
one of those instances the three bills that were passed and signed at 
the time this was prepared, plus California, which was passed last 
Wednesday, that in each case the bill provides that the form of the 
registration statement shall be in that form prescribed by the super- 
intendent of insurance. So in every State you have a super intendent 
of insurance who is making out his own form of registration statement. 

Now the Federal bills also require, whichever it is, the SEC or Sec- 
retary of Labor, to prescribe the form. Some of the Federal bills 
have some detail information that must be included, but leaves to the 
Secretary other information that may be included. So, potentially, a 
fund such as the Boilermakers, and other national funds, and many 
of the other funds that are area funds in more than one State, are met 
with the situation of preparation, ultimately, maybe of 49 separate 
registrations. 
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Now it was our experience in registering under New York that 
it took one of the men in our office 3 days’ time. I don’t mean that he 
worked at that steadily, but the time sheet showed that the total time 
spent in preparing the registration from New York required 3 (lays. 

Now I would like to have the committee turn to the next page, 
where we consider the annual statements and reports. Let me say 
this: Some States require both an annual statement and an annual 
report, which is a separate form, although the annual report gives a 
summary or condensation of the detailed information in the annual 
statement. 

New York requires an annual statement by the fund in the form 
prescribed by the superintendent. This statement is a very detailed 
one, with schedules. It requires an annual report and a summary of 
the annual statement in such form and content as the superintendent 
requires. 

Connecticut, which passed a bill just recently, requires an annual 
statement in a form prescribed by the superintendent. Now all of 
those reports, annual statements and reports, are to be for the particu- 
lar State in the particular form that the particular superintendent 
or commissioner prescribes. So there again we have the situation of 
preparing a different report for each of the 48 States. Also the Federal 
bills pending provide that they shall be in the form prescribed by the 
agency to whom that authority is delegated. 

Senator Kennepy. Being that that is true, what is the answer? 

Mr. Prern. The answer to that is this, and I asked the adminis- 
trator to prepare for me a statement as to the work required in pre- 
paring the annual report and the annual statement for the State of 
—_ York. He says this: Approximately 1 week of the adminis- 

rator’s time was required in the preparation of the statement and 
aoe for New York. <A considerable amount of this time was spent 
in conferences with attorneys and auditors of the fund and repre- 
sentatives of the insurance company in an effort to secure all of the 
information required. This time was divided between the actual 
compilation of data, on the one hand, and the efforts to determine the 
precise meaning of the terms used in the statement and report forms 
and the application of those terms to the affairs of the fund. 

Specific problems encountered in the preparation of the New York 
statement and reports were: One- 

Senator Kennepy. I don’t want to interrupt you, but the Senate is 
in session and we will agree that these State laws make great demands 
on you. There are 48 of them. Now what we are talking about now 
is the question of Federal law. I would like to get what your point 
is in talking about the demands, that filing these statements make 
on you and your proposal for eliminating those demands. 

Mr. Prew. All right. First of all, my approach was to show the 
subcommittee that when I talk about 48 States that it was a tremendous 
problem. For instance, preparing the annual report for New York 
and the annual statement took a week’s time. Fory-eight States— 
that means 48 weeks. That means another extra man the fund would 
have to hire. 

Then getting down to exactly what my suggestion is, since you are 
short on time—— 

Sentor Kennepy. I think it is helpful and I am just trying to get 
what the solution is. 
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Mr. Pirin. Let me give another concrete illustration: New York 
and other State bills and Federal bills require publication of reports. 
We have always had our fund audited by Price, Waterhouse & Co. 
They prepared an annual audit for the year ending September 30, 
1956, before any forms were available from New York. When New 
York then got out its form, we had to prepare that report on a 
different basis. 

Now let’s assume that Price, Waterhouse & Co. is one State and 
New York is another State. We ask the New York commissioner if 
he would permit us to use our report prepared by Price, Waterhouse, 
which is more detailed than the New York one, more understandable, 
we believe, and he said no, that we had to publish a report in the 
xact form in which New York required it. I think he was correct 
under the New York law and under the Federal law and every State 
law because it says that the report shall be in the form prescribed 
by the Commissioner, or in accord with the provisions of the statute, 
and then it says that the report as filed must be mailed. So we have 
here 2 reports + pages long. 

Now you take that, multiply that by 48, and we will have a good- 
sized mail-order catalog to send out as an annual report, which nobody 
will read and which nobody will understand. 

Now there is one other thing that I want to bring up which I 
think you ought to be aware of. The first answer to this question: 
What ‘about these waiver provisions that were referred to by the 
previous witness that was included in the California law? That was 
included because I got on the long-distance telephone 2 or 3 times 
and talked to people out there. The bill was ready to be passed without 
that. 

Some of the States—the State of Washington has no provision and, 
furthermore, the provisions are, in substance, that ‘he extent to 
which compliance with the laws of one State—not the United States, 
but the laws of one State—fulfill the requirements of the laws of a 
particular State, this particular Commissioner may, in those in- 
stances—“shall” in some, but “may” and “need not” in most instances— 
waive the filing requirements, the examination requirements, the 
statement requirements. 

Senator Auiorr. You think such a waiver provision is a necessary 
part of any legislation ¢ 

Mr. Prrern. I think it is a necessary part of the State legislation, 
but I don’t think it will work out in practical practice. 

Senator Atiorr. Excuse me, Mr. Chairman. 

Senator Kennepy. Surely. 

Senator Atiorr. What would you think, then, of reversing the 
waiver and permitting whoever the agency is in the Federal Govern- 
ment to waive the filing of reports where the State laws come up to 
certain criteria ? 

Mr. Prete. We are not worried about the filing with the Federal 
because that is only one. What we are worried about is the States. 
Vhat is 48. 

Senator Attorr. Well, we can’t do anything about that. 

Mr. Priery. No. What I am pointing out to you is this, and it 
leading up to the suggestion I have to make as to the Federal Jegisla- 
tion, but first of all I have to show you what the problem is and 
how serious the problem is. 
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Now, for instance, in a bill in Wisconsin, the insurance commis- 
sioner introduced an amendment, or had an amendment introduced, 
which would limit, make merely permissible that he might waive and 
limit the waiver to examinations, but would still require registra- 
tion and reporting and annual statements. In each of the other bills 
there is also a provision that if, m his opinion, the commissioner thinks 
that compliance with the laws of another State do not meet the require- 
ments of his State, that he may refuse to grant the waiver or may 
revoke a waiver. 

Well, now, if his form of report or annual statement requires 
information in State A that is not required in State B, then, of 
course, he will feel, because that is his report, that B doesn’t comply 
with it. If B has certain provisions in its report which are not in A’s 
report, B won't feel that A’s report complies with B's requirements 
because it doesn’t disclose certain information that is required in 
State B. 

We have referred to California. I think that California has prob- 
ably the most adequate waiver provision of any because I drafted it. 

Senator Kennepy. I would like to have you answer Senator Allott’s 
question and my question. What is it you are suggesting‘ 

Mr. Prprx. My suggestion is this: All Federal bills provide for an 
annual report which must be certified by a public accoutnant after 
a complete audit. 

Now that is everything that is required from any State. Most 
States do not require it to be certified byaCPA. 

Secondly, each of the bills pending before the Senate also have a 
provision that the agency, whichever it turns out to be, may require, 
after reading these reports certified by a CPA, may then’ order an 
investigation. So you have in these Senate bills right now everything 
there is in the State bills; namely, registration, reporting, disclosure, 
and the only difference is that the State bills say that there must be 
an examint ition at least ev ery certain number of years. Some say 5, 
some say 3, some say 2. The only difference between the examination 
provisions of your act and those of the State is that the State is re- 
quired, whether it is necessary or not, to go in every so often. Under 
your bills, whichever agency it is, the agency would, on the basis of a 
CPA audit prepared in the way that the agency required, determine 
whether any examination was necessary, which would render a lot 
less trouble than having this multiplicity and expense. 

Senator Kennepy. Who would these State demands affect ? 

Mr. Prern. We feel this: We feel that the Senate bills fully comply 
with everything there is in the State bills; that the State bills are 
merely a duplication. 

Now our suggestion is, one, that State legislation is not needed. 
We appreciate the feeling of the Congress that the State should have 
a part in this. 

Senator Kennepy. What you are hopeful is that we write this bill 
so you will be able to persuade the States to write waivers of their 
State laws? 

Mr. Prery. I didn’t catch that. 

Senator Kennepy. Are you hopeful that the Congress and the 
Federal Government write this legislation so that it will be possible 
for you and others to persuade the State legislatures to write waivers ? 
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Mr. Pirtx. What I am asking—as I said, the real objection to the 
bills pending before Congress is the express provision in each one 
of them reserving to the States the ne to regulate welfare funds, 
to exclude welfare plans, and so forth. Now I think that each of 
those provisions ought to be changed either in 1 or 2 ways, either to 
reserve to Congress the exclusive jurisdiction or, and I appreciate 
the practical difficulties of doing that and I have this suggestion, that 
to each one of those bills, in that reserving clause of complete State 
jurisdiction, there be added this: 


Except that any welfare or benefit plan— 
I mean however you call it— 


which receives contributions from employers or provides benefits for employees 
in more than one State shall be subject only to the provisions of this act and the 
laws of the State or Territory in which the plan’s principal office is located. 

We are willing to be registered, reexamined; we are willling to 
report and everything else twice—once to the Federal agency and once 
to a State agency, but surely nothing can be accomplished by having 
47 other States do the same thing. 

Senator AtLorr. Mr. Chairman, is it all right if I inquire? 

Senator Kennepy. Yes. 

Senator Attorr. May I inquire: Do you think that the Federal 
Government and the Congress have the authority to pass such a law? 
In other words, do you think an act passed for that would be 
constitutional ? 

Mr. Pirrn. Yes. I think this: I think, just as in the case of the 
Labor Relations Act, so in the case of this, it involves commerce. 
You have the right to preempt the field or to put certain limitations 
upon how many other States may do it, if you have authority to pass 
the bill at all. 

Senator AtLorr. Your principal office is in Illinois ? 

Mr. Prery. That is right. 

Senator Antorr. If you attempt to operate a portion of this fund in 
Colorado or Kansas or Iowa or any other State, that State has within 
its own power the right to regulate the terms and conditions under 
which you will operate the fund in that State ? 

Mr. Prpr. OF course, we don’t exactly operate in the State. We 
receive contributions from employers in the State and we provide ben- 
efits for employees in the State, but we don’t go out and sell anything 
at all. 

Senator Attorr. Mr. Chairman, I am going to have to leave to 
appear at another committee and if you would indulge me I would 
like to ask him one question before I leave. : 

Senator Kennepy. Surely. 

Senator Auuorr. I would like to ask this: Mr. Pipin, you have here 
in your file that you have presented to us a booklet, a brown booklet 
or buff booklet entitled “Annual Report of Operations, 1955-56,” 
which I see was distributed to our entire membership. 

Mr. Piery. That is right. 

Senator Attorr. I wonder, Mr. Chairman, if we could have this 
made a part of the record. I think it is valuable. 

Senator Krennepy. Fine. Did you want it as an exhibit or printed 
in the record ? 

Senator Atiorr,. I think it should be printed in the record. 
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Senator Kennepy. That will be done. 
(The booklet appears on p. 254.) 

Senator Atnorr. Now the second question which goes outside of 
what we have been discussing here: Do you have anything to suggest 
to this committee as to any thing i in our legislation wihch would “help 
make more effective the jointly : administered fund so that you actually 
got a joint administration ? 

Mr. Pret. | think that your bills cover the subjects which need to 
be covered—reyistration, reporting, disclosure. ‘The only question is 
whether or not, and I don’t think it is necessary, you need to require 
the agency to examine a particular fund onee every certain number 
of years. 

Senator Atxorr. I apparently didn’t state my question plainly 
enough. You are fully aware, I am sure, Mr. Pipin, of the abuses 
which have occurred, where we have not had a true Joint managership 
of the funds, as the law intends. Do you have any suggestions, con- 
crete suggestions, as to anything we might put in this law which would 
make that joint managership of these funds an actu: ality / 

Mr. Pirin. Well, I think I must answer that question by saying 
what I think is the reason why you don’t have true joint manager ‘ship 
and that is that one group of trustees sort of shrungs its shoulders 
and puts the responsibilities on the other group, and I don’t know 
how you can made a man do a job that he should do. 

Senator Arxorr. That he doesn’t want to do or is afraid to do? 

Mr. Prety. Well, that is right, when he doesn’t want to do it. 

Now the fund that I represent, everybody is very much interested in 
them and everybody takes an active part in it. 

Senator Atiorr. Thank you, sir. I am sorry that I have to leave, 
Mr. Chairman. 

Mr. Kennepy. Thank you, Senator. 

Does that conclude your statement ? 

Mr. Prrry. Well, I do want to say in summary of this general thing, 
the thing that I have tried to point out is the burden that is placed 
upon the fund by requiring us to comply with the laws of, eventually, 
48 States and the Federal Government, in registration and the like, 
plus the fact that the waiver provisions are so couched that the insur- 
ance commissioner of insurance superintendent could refuse, if he 
wanted to keep that in his own power, to waive jurisdiction of register- 
ing, reporting, eXamination to some other State. 

I want to further point out just this: There are in the State bills 
certain practices which are prohibitive and that started with the New 
York fund, which would, as interpreted by the New York Department 
of Insurance, prohibit an employee of the fund from receiving com- 
missions from an insurance company. This, on its face, is good be- 

‘ause of all of the abuses that arose in regard to commissions, which 
we are all familiar with. 

However, let me give vou an illustration of the Boilermakers’ fund 
problem. Instead of renting an office and hiring an administrator and 
buying a lot of bookkeeping machinery, we found that it cost less to 
hire the firm of Marsh & McLennan in Chicago to administer the 
fund: that is, to receive contributions, deposit in our bank account, 
process claims, and so forth. The trustees reserved all decisions. 

We also found it to our advantage to retain Marsh & MeLennan as 
an insurance consultant. 
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Now Marsh & McLennan are willing to serve as insurance consultant 
for being designated as broker of record and New York took the posi- 
tion that that was a violation of its act which prohibited payment of 
commissions to employees of the fund and that Marsh & MeLennan 
is a broker because it was also administrator. They admitted that it 
was to our advantage because if Marsh & McLennan did not receive a 
commission we W ould have to pay them a fee for insurance-consulting 
service. Yet if no commission were to be paid and the fund would 
not be credited against retention by the insurance company and we 
would just be out so much money. So we were instrumental in getting 
the State of New York, at the 1957 session of the State legislature, to 
amend the act so as to provide that after hearing the commissioner, if 
he found that it was to the interest of the fund and to the beneficiaries, 
could waive certain provisions of that prohibition, 

Now many other types of things might be done. 

Now, for instance, Connecticut passed a bill containing that pro- 
hibition, but not containing the waiver authority of the superintendent 
to waive that prohibition. 

Since October 1, 1956, Marsh & McLennan received no commission 
from the insurance company until we got the New York act straight- 
ened out. We got the New York act straightened out and along 
comes—bang—Connecticut, and we are right back where we started 
because if one State says you can’t do this, we can’t do it any place 
because we are a national fund. 

Now, likewise New York. They found under the New York act 
that in order to get a fund started, a union had to loan money to the 
fund. Under the New York act they were prohibited from paying it. 
Likewise the fund was prohibited from renting space in the building 
which the union owned or a contributing employer owned. 

Senator Kennepy. I am sorry, the Senate met at 11 o’clock and I 
am going to have to recess. 

Mr, Pirrn. So my suggestion, in brief, is this: amendment be added 
to the Federal bills so that the Federal Government and one State will 
regulate us. Otherwise the burdens are going to be to a point where 
the purpose of the act is going to be defeated because the money that 
is saved will be—— 

Senator Kennepy. You feel there is no problem about our prohibit- 
ing the States—in other words, moving the States bodily out of this 
field ¢ 

Mr. Prev. Well, not any more than the labor-relations field. But 
actually I say if the Federal Government has one State regulate us, 
that ought to be enough without everybody else getting in the act. 

Senator Kennepy. I think your testimony has been very helpful. 
I think that is a good point, and I don’t think we have had any dis- 
cussion on it. Because I bring the hearing to a close, there is no reason 
to think that yours isn’t a valuable suggestion. T think it is of interest 
and we will take a look at it. I think the problem is that you are really 
going to get in a hopeless situation if you have to make 49 of these 
repor rts, especially with a small fund. We don’t want to have an exces- 
sive administrative drain on these funds which are set up for the 
employees. 


I want to thank you, and your exhibits will be made a part of the 
record. 
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(The exhibits follow :) 


Exuisit List or STATES AND NUMBER OF BILLS To REGULATE WELFARE FuNps 
INTRODUCED AT 1957 SESSION OF STATE LEGISLATURES AND STUDIES BEING Con- 
DUCTED WITH VIEW To DRAFTING SUCH StTaTE BILLS 


Submitted by Marshall A. Pipin, of Bradley, Pipin, Vetter & Eaton, Chicago, 
attorneys for the boilermakers national health and welfare fund 


STATE BILLS INTRODUCED IN 1957 
(Total of 19 bills in 8 States) 


California (seven bills) : Assembly, Nos. 256, 920, 1773, 3146, 3591; senate, Nos. 
533, 2442. 

Connecticut (five bills) : House, Nos. 139, 153, 983 ; senate, Nos. 37, 710. 

Michigan (one bill) : Have copy of bill but does not show whether introduced 
in senate or assembly nor the number of the bill. 

Minnesota (one bill) : Senate, No. 648. 

Nevada (one bill) : Senate, No. 152. 

New Hampshire (one bill) : House, No. 260. 

Oregon (two bills) : House, Nos, 318, 812. 

Wisconsin (one bill) : Assembly, No. 492. 


OFFICIAL STATE COMMISSION STUDIES THAT ARE BEING CONDUCTED WITH VIEW TO 
DRAFTING BILLS TO REGULATE WELFARE FUNDS 


Massachusetts: Special commission on health and welfare trust funds in the 
Commonwealth. 


SUMMARY OF REGISTRATION, REPORTING, DISCLOSURE, AND EXAMINATION PRovI- 
SIONS OF STATE LAWS REGULATING, AND OF PENDING STATE BILLS To ReeuLartE, 
WELFARE FUNDS AND OF OTHER PROVISIONS ADVERSELY AFFECTING WELFARE 
FuNnps WHoseE ACTIVITIES CoveR MorE THAN ONE State’ 


Submitted by Marshall A. Pipin, of Bradley, Pipin, Vetter & Eaton, Chicago, 
attorneys for the boilermakers national health and welfare fund 


REGISTRATION 
State laws 


New York: Registration is in the form of, and contains information pre- 
scribed by, superintendent of insurance. 

Connecticut: Registration is in the form prescribed by commissioner includ- 
ing, but not limited to, information required by the act. 


Washington: File copy of trust instrument and amendments with commis- 
sioner. 


Pending State biils 

Wisconsin: Registration would be in the form of and contain such information 
as may be prescribed by the commissioner. 

California: Registration would be in the form and content as provided by com- 
missioner. 

New Hampshire: Registration would be in the form prescribed by commissioner 
ineluding, but not limited to, the information stated in bill. 


ANNUAL STATEMENTS AND REPORTS 
State laws 


New York: Requires annual statement by fund in form prescribed by superin- 


tendent. Statement is very detailed with schedules. Can require special state- 
ments. 





1This summary covers existing State legislation and those of the bills now pending 
before State legislatures which, so far as we can ascertain, are receiving serious con- 
sideration. In some States several different bills to regulate welfare funds were intro- 
duced. Of these the bill receiving the most serious consideration is covered in this 
summary. A number of State legislatures adjourned without completing action on pending 
welfare-fund bills. While these bills are not covered herein, they are fairly represented 
by the laws and pending bills covered herein. 


WELFARE AND PENSION PLANS LEGISLATION 249 



































Requires annual report which is a summary of annual statement, in such form 
and content as superintendent requires. This is required to be sent to con- 
tributing employers, union, and covered employees. 

Connecticut: Requires annual statement in form prescribed by superintendent, 
including items set out in statute. 

Washington: On request of commissioner a fund must file such regular and/or 
special reports as commissioner deems necessary from time to time. 


Pending State bills 


Wisconsin: Requires annual statements in such form and containing such 
substantiating information as commissioner may prescribe from time to time, 
including but not limited to information set out in bill. 

Requires annual report—a summary of annual statement—in such form and 
content as commissioner may prescribe from time to time. 

Employer reports—every employer doing business in State would be required 
to make an annual report of contributions made by him to each fund to which he 
contributes. 

California: Requires annual report in form and content prescribed by com- 
missioner. 

Commissioner may also require report on any transaction, condition, or matter 
connected with fund. 

New Hampshire: Requires annual statement to commissioner in-form pre- 
scribed by commissioner, including but not limited to certain information stated 
in bill. Statement must be certified to by independent public accountant based 
upon a comprehensive audit. 

Commissioner may also require special statement or report in relation to 
transactions or condition of fund, or matter connected therewith. 

Also requires annual report to be filed with the commissioner in form and 
containing such portion of annual statement or any special statement as com- 
missioner prescribes. 


PUBLICATION OF ANNUAL REPORTS 
State laws 


New York: Annual reports required to be sent to covered employees, con- 
tributing employers, and union. Required to be in prescribed form. 
Connecticut: Such portions of annual statement as prescribed by commis- 
sioner required to be mailed or otherwise distributed to contributing employers, 
labor organization party to agreement establishing fund, :.nd covered employees. 
Washington: Reports are to be open for inspection by the public in commis- 
sioner’s office. 


Pending State bills 


Wisconsin: Report must be available for inspection. Commissioner could 
require trustees to mail report to covered employees, contributing employers, 
and labor organization. 

California: Fund must make annual report to every contributing employer 
and covered employee requesting report. 

New Hampshire: Annual report would be kept at commissioner’s office and 
principal office of trustees for inspection by contributing employers, labor or- 
ganization party to agreement establishing fund, and covered employees. 
Commissioner may require trustees to mail report to covered employees, 
contributing employers, and to labor organization party to agreement establish- 
ing fund. 

INVESTIGATIONS AND EXAMINATIONS 

State laws 


New York: Superintendent may examine as often as he deems necessary 
and must do so at least once every 5 years. Fund pays expense of examination. 
Superintendent may also require special reports from and make special in- 
quiries of trustees. Expense is paid by fund. 

Conecticut : Examination only if requested by prescribed percentage of (@) 
contributing employers, (0) labor organizations party to trust agreement, (c) 
covered employees, (@) employee trustees, or (¢) employer trustees. Expense 
is paid by fund. 

Washington: Same as New York except expense paid by State. 


93947—57 17 
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Pending State bills 


Wisconsin: Same as New York. 

California: Commissioner may examine as often as he deems it necessary and 
shall do so at least once in every 3 years. Commissioner may, in his discretion, 
accept certified public account audit of fund in lieu of examination. Commis- 
sioner not required to accept such audit. Bill is silent as to who bears the 
expense of examination. 

New Hampshire: Examination is obtained by requiring the annual statement 
to the commissioner to “be certified by an independent public accountant, based 
upon a comprehensive audit made on behalf of the beneficiaries and conducted 
in accordance with accepted standards of auditing.” Bill is silent as to who 
pays the accountant. 


REGULATION UNDER OTHER LAWS 
State laws 


New York: If fund is complying with laws of any other States or of United 
States, superintendent may waive but not required to waive registration, filing, 
examinations, statements, or reports to the extent they are included in such 
other laws. 

Superintendent also may revoke waiver at any time “if, in his opinion, such 
other laws fail to accomplish adequately the purposes of’? New York law. Sub- 
ject to judicial review. 

Connecticut: Same as New York except applies only to law of another State 
and not to the laws of the United States. 

Second paragraph under New York above also applies to ccmmissioner refus- 
ing to grant as well as to his revocation of waivers. 

Washington: No provision for waiver even though complying with the law 
of another State. 


Pending State bills 

Wisconsin: Bill as originally introduced required waiver, when fund comply- 
ing with laws of another State, of registration, filing, examination, statements, 
or reports to extent these requirements of the Wisconsin bill were complied 
with by compliance with laws of another State. No waiver because of com- 
pliance with Federal law. However, amendment sponsored by insurance com- 
missioner would 

1. Make waiver permissive instead of mandatory. 

2. Make waiver apply only to examination, including examination by 
Federal Government, but would leave fund subject to Wisconsin registra- 
tion, filing, statement, and report requirements. 

3. Leave Wisconsin free to investigate any matter not included in other 
State’s examination or not reported on to other State to the satisfaction 
of Wisconsin commissioner. 

California: Bill, as now amended, when principal office of fund is outside 
State and fund is complying with law of another State or of the United States, 
commissioner by rule or regulation may (not required) except fund from reg- 
istration, examination, statements, or reports to extent that such requirements 
are substantially complied with by complying with such other laws. 

New Hampshire: Same as California bill, as amended, except commissioner 
required to waive if compliance with laws of other State fulfills (exactiy, not 
“substantially” as California) the registration, filing, examination, statement, 
or reports requirement of New Hampshire. Commissioner may refuse to issue 
or may revoke a waiver at any time if, in his opinion, compliance with laws of 
another State fails to accomplish adequately the purposes of the New Hamp- 
shire bill. 

PROHIBITION OF CERTAIN PRACTICES 
State laws 


New York: As interpreted and applied by the New York Welfare Fund Bureau 
and the superintendent of insurance, the New York law, as adopted in 1956, pro- 
hibits participating unions and their officers, agents, and employees, the trustees, 
contributing employers, and also any agent or employee of the fund from receiv- 
ing any payment, commission, loan, service or other thing of value— 

(1) from an insurance carrier, agent, or broker; or 
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(2) from an employee welfare fund, except—as applied only to payments 
from fund—employee benefits, reasonable compensation for necessary serv- 
ices, expenses “rendered or incurred by him in connection with his official 
duties as such.” 

In 1957 the New York law was amended— 

(1) To extend the above prohibition to insurance carriers making such 
payments; and 

(2) To provide that “the superintendent may, by regulation or order, and 
upon such terms and conditions as he may require, authorize or approve 
any transaction or transactions prohibited” by either or both of the above 
prohibitions, “upon his finding that the transaction or transactions promote 
or will promote the best interests of the relevant employee welfare funds, 
and do not or will not adversely affect the interests of the covered em- 
ployees.” 

Connecticut : Same as New York law of 1956 without 1957 waiver amendment. 
Also would prohibit insurer from paying commission “for services except such 
as are rendered in behalf of insurer * * *.” 


Pending State bills 


Wisconsin: Same as New York law of 1956 without 1957 waiver amendment. 
California : Originally was same as New York law of 1956 without 1957 waiver 
amendment. However, on June 8, 1957, this bill was amended at our insistence 
to include same waiver provision as is contained in 1957 amendment to New 
York law. 

New Hampshire: Same as New York law of 1956 without the 1957 waiver 
amendment. 

Also would prohibit insurance carrier from paying any commission, compensa- 
tion, or other fees or allowances for services except for such services as are 
rendered in behalf of such insurance carrier. 





Marcu 11, 1957. 
Re: Boilermakers National Health and Welfare Fund. 
Mr. BENJAMIN L. TENZER, 
Counsel, Welfare Fund Bureau, 
New York Insurance Department, New York, N. Y. 


DEAR Mr. TENZER: In keeping with our telephone conversation today, we are 
enclosing herewith a copy of the Annual Report of the Boilermakers National 
Health and Welfare Fund for the year 1955-56, which was distributed to all 
employees and contributing employers. The trustees are anxious to prepare the 
1956-57 report, and we are accordingly requesting permission from you to publish 
the report in substantially the same form as the enclosed. 
There are two advantages in using the enclosed form instead of the form of 
annual report which we have filed with your department: First, the enclosed 
report form sets forth verbatim the audit report of the certified public account- 
ants, which contains more detail than the report form filed with your department, 
and, second, it would not be possible to have the auditor’s certificate cover the 
publication of the annual report if the New York Welfare Fund Bureau form 
is used, and we feel that the certificate is of considerable value. 
This same matter was raised informally at the first conference that we had 
with you and Mr. Isaacs on October 30, 1956, and we were advised then that the 
same form of report could be used in the future and would be in compliance 
with the welfare-fund law. We realize that this was before the form of report 
had been prepared by your department and before any regulations had been 
issued, but we would greatly appreciate being able to use the enclosed form 
for the reasons mentioned above. 
We hope to hear from you at your earliest convenience. 
Sincerely yours, 
BRADLEY, PIPIn, VeETTER & EATON, 
By Rogert W. Crowe. 








WELFARE AND PENSION PLANS LEGISLATION 


STATE oF NEW YORK, 
INSURANCE DEPARTMENT, 
New York, March 14, 1957. 
Re: Boilermakers National Health and Welfare Fund. 
Mr. Rosert W. Crowe, 
Bradley, Pipin, Vetter & Eaton, 
Chicago, Ill. 

Dear Mr. Crowe: Your letter of March 11, 1957, has been referred by Mr. 
Tenzer to the writer for reply. 

The report attached to your letter is not in the same form as the annual report 
designed by this department, nor does it contain the same information. There- 
fore, we shall expect you to comply with the requirements of regulation 36 by 
distributing the annual report in the same form as filed with this department 
pursuant to law. There is no objection to the distribution of your enclosed form 
of report in addition to that which is required by this department. 

Very truly yours, 
LEFFERT Ho1z, 
Superintendent of Insurance, 
By JAMEs J. HIGGINs, 
Chief, Examination Section, Welfare Fund Bureau. 


RESOLUTION UNANIMOUSLY ADOPTED BY THE INTERNATIONAL BROTHERHOOD oF 
BorLERMAKERS, Evc., AT ITS 20TH CONSOLIDATED CONVENTION, PHILADELPHIA, 
Pa., STARTING MonpDAY, May 6, 1957 


We, your committee on resolutions, have examined with great interest and 
appreciation that portion of the report of the executive committee which relates 
to the national welfare plan for our construction members and which was re- 
ferred to this committee. As a result of the information contained therein, we 
wish to offer for the consideration of this convention the following resolution: 

Whereas the Boilermakers National Health and Welfare Fund, which is 
jointly trusteed fund with equal number of employer and union trustees and 
which provides a plan of health and welfare benefits for those members of the 
International Brotherhood of Boilermakers, Iron Ship Buiiders, Blacksmiths, 
Forgers and Helpers who are engaged in field construction work, has been 
honestly an defficiently administered due to the scrupulous, diligent, and intelli- 
gent attention of the union and employer trustees, who serve without com- 
pensation. As a result thereof and without increasing the rate of contribution, 
it has been possible periodically since the fund’s inception to increuse substan- 
tially the benefits and to reduce eligibility requirements, thus extending coverage 
to more of our field construction members. The fund has been annually audited 
by nationally known certified public accountants. The trustees of the fund have 
published the annual audit and detailed statement of receipts, disbursements, 
and claims paid, which have sent to individual employees, contributing em- 
ployers, and representatives of this international union and of its local lodges. 

As a fund which is national in scope, covering 47 of the 48 States, it has 
been possible to keep our construction members covered though they moved from 
one part of the country to another. It also has been possible to experience a 
stability of overall contributions and claim experience that would not have been 
possible with a large number of individual funds, each experiencing differing 
degrees of available employment and constantly varying claim experience. 

As a result of Federal and State investigations of welfare funds and the 
publicity given thereto, it is a matter of common knowledge that certain health 
and welfare funds have not only been mismanaged but dishonestly administered 
to the personal benefit of certain individual trustees and other persons associated 
with those funds. This has been to the detriment of the employees for whose 
benefit those funds were established. While, as the investigations disclosed, 
the funds which have been maladministered constitute a very small minority of 
all the jointly trusteed and unilaterally administered funds, all health and wel- 
fare funds have been placed under suspicion and have been placed in the posi- 
tion of having to prove that they are honestly and efficiently administered. 
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As a result of the disclosures of dishonesty in a number. of instances, though 
enly a small minority of all health and welfare funds, some States have al- 
ready adopted legislation and numberous bills are now pending in the Congress 
of the United States and in the legislatures of many other States to regulate 
welfare funds. The eventual passage of similar legislation in practically all, 
if not all, States is to be anticipated. The enactment of Federal and multi- 
state legislation inevitably will impose overlapping, conflicting, and financially 
burdensome requirements on the Boilermakers National Health and Welfare 
Fund and any fund that covers more than one State as a result of multi-regula- 
tions, reports, and examinations, the expense of which would be charged to the 
fund by the regulation bodies. Conflicting requirements and restrictions be- 
tween the regulatory statutes of and regulations issued thereunder by the various 
States and by the Federal Government could greatly increase the administrative 
expense of funds which cover more than one State, if not make it impractical 
or impossible to comply with conflicting requirements of all the Federal- and 
State laws and regulations thereunder. If such should be the case, the amount 
available for providing benetits might well be reduced and employee beneficiaries 
suffer: Now, therefore, be it 

Resolved by the International Brotherhood of Boilermakers, Iron Ship Build- 
ers, Blacksmitis, Forgers and Helpers in convention assembled, That the brother- 
hood: 

1. Is proud of the honest, efficient, and financially sound mauner in which the 
boilermakers national health and welfare fund has been operated so that it has 
been possible periodically to improve the plan of benefits and to make the benefits 
available to more of our field construction members by reducing eligibility 
requirements and at the same time assure its financial soundness and thereby 
the continuance of the fund; and for this and for the trustees appreciation of 
and dedication to their fiduciary responsibilities, we commend and thank each and 
all of the union and employer trustees. 

2. Deplores and emphatically and unequivocably condemns any and all dis- 
honest and misuse of moneys or properties in the administration of welfare funds 
by those charged with the administration of or who are in any way connected 
or associated with welfare funds. 

3. Believes and insists that welfare funds should be not only honestly but 
also efficiently administered. 

4. Appreciates the necessity of and favors statutory accounting and disclosure 
requirements and reasonable examinations and regulations of welfare funds 
because of the misuse in the past and because of possible repetition in the future 
by a small minority who are not fully cognizant of their fiduciary duties in 
administering these funds. 

5. Believes and urges, however, that such statutory requirements for account- 
ing, reporting, examinations and other regulatory measures must be such as 
will not place upon welfare funds unnecessary financial burdens or restrictions 
that will unduly or unnecessarily increase the administrative expense of welfare 
funds or interfere with the efficient operations of these funds and thus adversely 
affect the amount available for providing benefits for the employee and depend- 
ent beneficiaries of these funds. 

6. Urges the Congress of the United States and those of its committees now 
considering bills to regulate welfare funds to consider favorably and to pass 
Federal legislation regulating welfare funds but providing that those funds which 
receive contributions from employers or provide benefits for employees in more 
than one State or Territory shall be subject only to the Federal act and the 
laws of the State in which the principal office of such fund is located and, if 
deemed necessary, as to those funds, to extend the provisions of the pending 
Federal bills beyond their present registration, reporting, and disclosure provi- 
sions to the extent deemed necessary. This would adequately prevent misuse 
of moneys or properties of a fund and would assure its honest administration 
and at the same time avoid burdensome conflicting and unnecessarily restrictive 


measures which would adversely affect the efficient administration of welfare 
funiis. 
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ANNUAL Report OF OPERATIONS, 1955-56, BorLeERMAKERS NATIONAL HEALTH AND 
WELFARE FuND 


International Brotherhood of Boilermakers, Iron Ship Builders, Blacksmiths, 
Forgers and Helpers 


BOARD OF TRUSTEES 
Trustees at large: 
Thos. L. Wands 
E. M. Halkyard 
Great Lakes area: 
J.P. Maley 
William J. McAllister 
Missouri River Basin States: 
W. H. Shahane 
Eric Miller 
Northeastern States: 
J. V. Kearney 
John W. Grundy 
South Central States: 
Buddie Falls 
B. O. Yeldell 
Southeastern States: 
O. R. Mustain 
W.S. Jordre 
Seven Western States: 
H. BE. Patton 
John A. Rooney 
Steel plate construction and tank work: 
C. M. Bennett 
H. J. Clarke 
Attorneys for the fund: 
Marshall A. Pipin, Bradley, Pipin, Vetter & Baton, Chicago, Il. 
Administrators for the fund: 
Marsh & McClennan, Inc., Chicago, Ill. 


To contributing employers and to members of the International Brotherhood of 
Boilermakers, Iron Ship Builders, Blacksmiths, Forgers and Helpers: 

We are pleased to present this first annual summary report of the operation 
of the boilermakers national health and welfare fund, covering the first fiscal 
years, October 1, 1954, to September 30, 1955, and the first insurance year Feb- 
ruary 1, 1955, to January 31, 1956. 

During the first fiscal year contributing employers remitted $1,414,122.70 to the 
fund, and a total of $692,876 of payable claims were incurred. You will find upon 
examination of the financial statement included here that adequate reserves to 
guarantee continued solvency of the fund have been set aside. 

You may also be interested to note that the administrator’s fee is approxi- 
mately 3 percent of employers contributions, an unusually low figure. The 
other expenses of operating the fund, including legal expenses and trustees 
expenses are in part nonrecurring items of expense since the first year of opera- 
tion required certain activities by legal counsel and the trustees that once dealt 
with, will not come up again. 

The revisions in the plan through reduction of eligibility hours and increases 
in benefits will increase the total expenditure for insurance benefits by an esti- 
mated $263,000 annually. These revisions were made only after careful consid- 
eration by the trustees of the results of the first year of operation. The trustees 
will continue to give consideration to the possibility of further improvements 
in the plan as the 1956 results of operation become apparent. 

The records of the fund clearly show it to be in excellent financial condition. 
The eligibility provisions and insurance benefits have provided realistic protec- 
tion to boilermakers during the past year and will provide more comprehensive 
protection to a larger number of boilermakers in 1956. 

Sincerely yours, 
TxHos. L. WANbDs, Chairman. 
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BorLERMAKERS’ NATIONAL HEALTH AND WELFARE FUND 


Statement of cash receipts and disbursements from inception on Oct. 1, 1954, to 
Sept. 30, 1955 







manlinyers contributions received .2..2..2..2 0686064 ee noe $1, 414, 122. 70 
Less hospitalization, surgical, medical, etc., insurance purchased 
et Ne rh paekentamnicncetesaaisrasas-amiieenen 619, 426. 08 










a 794, 696. 62 
Operating expenses paid: 

Siena UNUSED CUNO Ss ein $29, 934. 19 
Legal fee in connection with preparation of trust 

icici ia ecehe nner etectaaedie seiee-soandar somone 7, 500. 00 
Legal expenses (retainer and expenses) —------~ 138, 931. 74 
RE oe tam eaicadiwes 19, 842. 69 
Renan GUNG iii cninenicmne 721. 05 
Insurance (Fidelity bond on trustees) _..___--__- 615. 77 

——_—__—_——— 72, 545. 









Excess of employer contributions received over operating expenses 
ueid for the year cnGed Bevel. BO. Wa ince eee enna ee 722, 151. 18 

Add net assets of Michigan Boilermakers Insurance 

Fund (representing excess of contributions from 

Aug. 1, 1954, to Sept. 30, 1954, over expense paid) : 









Employer contributions received______--________ $64, 617. 47 
Less insurance premiums and operating expenses 
DONE cid adctee ek SE hdedows bie ei 28, 548. 33 
a .14 










Excess of cash receipts over cash disbursements for the year 
NE CNS A I len Snitat octets teccivnndaiacieihh tanta 758, 220. 32 










Represented by : 
SI I ail ne al ee alah nl 507, 562. 02 
i. ts GSOVEPDMONE SeCUFities, AC COBbi cn decsnicecinnsieeidwaces 250, 658. 30 


else iii ieee sts nga eve da ec cmrepdig lage tadepccigaastonctis 758, 220. 32 







NOTE TO FINANCIAL STATEMENT, SEPT. 30, 1955 






Since the accompanying statement reflects only cash receipts and disburse- 
ments, it necessarily omits material accrued assets and liabilities of the fund 
estimated as follows: 








Insurance premium refund receivable____-------------~__~ $120, 000 
Employer contributions receivable (principally for hours 
worked. in Beotemuet: TS) oso. o- nc eerie cienomn 150, 000 
$270, 000 
INANE TIPEITINTINO RRO cere niin ew ame 230, 000 
SNEEIEUNGOY OE POUHE SIRT eo oie erm em tenemnobingenoerion 19, 000 
Iran. NOURCUNE ENO a a a Sats step eeceteatinein end 5, 000 






254, 000 
Excess of receivables over payables_____-_____-__------- ietiaaiailig 16, 000 


An application has been filed with the taxing authorities requesting exemption 
for the fund from payment of Federal income taxes. Legal counsel has given an 
opinion that the fund is entitled to exemption and that the taxing authorities 
will so hold. No provision for such taxes has been made. 



















INCURRED CLAIMS 


The following are the total claims that were incurred to January 31, 1956: 











Coverage: Incurred claims 
aN aa nate sees rec cae adn a $135, 218 
Been PUI so ee eel sce 40, 315 
Menplogebtotnaiieete fo se oo a a ee 12,365 
Depemiantedaike: WeneG biennale 345, 681 
RNIN Tf 5 i i Sin ahh i heen teiiti es ditecene eenndinn 134, 114 
LOGUE SONEROIE scsi cca tre edaek Ge bisl~ in ees 25, 183 






692, 876 
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PENEFIT RESULTS 









Lhe following indicates the percentage of the various types of hospital surgi- 
val and medical expense that was covered by the benefits provided between Feb- 
ruary 1, 1955 and January 31, 1956. 


Percentage paid to charged 











aa -_ : —— 










| | | 
' 







| | | Total 
Area Dail. Special | Medical | Surgical | percentage 

benefit | fees | expenses expenses | paid to 

| | | i ifys charged 

| j 

WNorgeaseerm. =... 3.5 bis). os ........---] 88 | 97 | 86 5A | 80 
7 Western States_-...._--. adits : ‘ 61 95 49 | 53 | 69 
OE nc der octet egdocecccn—-- 82 | 97 54 62 79 
Cees Ca AP. wn ewnn 70 95 58 56 72 
Southeastern. -._...----.... ace So 97 | 63 | 65 81 
Missouri River Basin-. -_- 74 96 i2 7 75 
NTM. fe ssncce nwa bun 72 96 » | 4 74 
Wattenwiie=csrrz-:=....-......- . ‘ 72 | 95 58 | 57 74 









NoTE.—Nationwide average out-of-pocket cost to claimant for daily benefits per claim, $11.70. 





REVISIONS IN BENEFITS AND ELIGIBILITY RULES 

















In the course of the original planning that preceded the actual establishment 
of the welfare fund it was recognized by the board of trustees that following 
the first full year of operation it would probably be possible to make some 
changes in the benefits and eligibility requirements. The exact nature of these 
changes could not be foreseen since only as the result of a full year of operation 
could the trustees determine which changes in plan would be most desirable and 
the amount of money the fund would have available for this purpose. 

As a result of a careful study of the statistical and financial data of the first 
year’s operation, the trustees at their annual meeting in December 1955, made 
the following changes in the plan which became effective February 1, 1956, the 
start of the second insurance year. 


Benefits 


1. The daily hospital room and board benefit for employees is increased from 
$10 per day to reimbursement in full of the first $10 per day of the hospital’s 
charge for room and board plus 75 percent of the balance of such charge to a 
maximum reimbursement of $14 per day. 

2. The daily hospital room and board benefit for dependents is increased 
from $8 per day to reimbursement in full of the first $8 per day of the hospital’s 
charge for room and board plus 75 percent of the balance of such charge to a 
maximum reimbursement of $12 per day. 

Polio expense benefits were added providing reimbursement up to a maxi- 
mum of $5,000 for each person for expenses incurred within 3 years after con- 
tracting the disease. This new benefit applies to both insured employees and 
their eligible dependents. 

Eligibility 

The following reductions in eligibility requirements were effective with the 
eligibility quarter October, November, December, 1955, which quarter’s hours 
apply to eligibility for February, March, and April 1956. 

1. The number of hours required for eligibility are reduced from 325 to 275 
per quarter. 

2. Carryover of eligibility hours from one quarter to the next is reduced from 
those in excess of 325 to those in excess of 275. 

3. The cumulaive eligibility provision which provides for eligibility for the 
balance of an insurance year has been reduced from the requirement of 1,300 
hours to 1,100 hours. 



























PRICE WATERHOUSE & Co., 
Chicago, February 28, 1956. 
To the Trustees, Boilermakers National Health and Welfare Fund: 
We have made an examination of the statement of cash receipts and dis- 
bursements of Boilermakers National Health and Welfare Fund for the period 
from its inception on October 1, 1954, to September 30, 1955. We have also 












mn: m te A SA et 


WELFARE AND PENSION PLANS LEGISLATION 257 


made an examination of the financial records for the operations of Michigan 
Boilermakers Insurance Fund from August 1, 1954, to September 30, 1954, as of 
which date, employer contributions to the fund ceased, the remaining net assets 
were subsequently transferred to Boilermakers National Health and Welfare 
Fund. Our examinations were made in accordance with generally accepted 
auditing standards and accordingly included such tests of the accounting rec- 
ords and such other auditing procedures as we considered necessary in the cir- 
cumstances. 

The accounts are maintained on a cash basis and accordingly do not include 
accruals of certain assets and liabilities, as explained more fully in the note to 
financial statement. 

In our opinion, the accompanying statement presents fairly the recorded cash 
receipts and disbursements of Boilermakers National Health and Welfare Fund 
for the year ended September 30, 1955. 


PRIcE WATERHOUSE & Co. 


ANNUAL Report OF OPERATIONS, YEAR ENDING SEPTEMBER 30, 1056, BOILERMAKERS 
NATIONAL HEALTH AND WELFARE FUND 


International Brotherhood of Boilermakers, Iron Ship Builders, Blacksmiths, 
Forgers, and Helpers 


BOARD OF TRUSTEES 


Trustees at large: 

Thos. L. Wands 

BR. M. Halkyard 
Great Lakes area: 

J. P. Maley 

William J. McAllister 
Missouri River Basin States: 

W.H. Shahane 

tric Miller 

Northwestern States: 

J. V. Kearney 

John W. Grundy 


Southeastern States: 
O. R. Mustain 
W.S. Jordre 
Seven Western States: 
H. E. Patton 
John A. Rooney 
Steel plate construction and tank work: 
C. M. Bennett 
H. J. Clarke 
Attorneys for the fund: 
Marshall A. Pipin, Bradley, Pipin, 
Vetter & Eaton, Chicago, Tl. 


South Central States: Marsh & McLennan, Ine., Chicago, 
S3uddie Falls Ill. 
B. O. Yeldell 


To Contributing Employers and to Members of the International Brotherhood 
of Boilermakers, Iron Ship Builders, Blacksmiths, Forgers, and Helpers: 

We are pleased to present the second annual summary report of the operation 
of the Boilermakers National Health and Welfare Fund covering the second fiscal 
year October 1, 1955, to September 30, 1956, and the second insurance year Feb- 
ruary 1, 1956, to January 31, 1957. 

During the second year contributing employers remitted over $1,500,000 and 
a total of approximately $1 million in benefits were paid. The welfare fund con- 
tinues to operate with a minimum of administrative expense which guarantees 
that the majority of money available can be used to provide for current benefits 
and the continuance of benefits in the future. 

You will find upon examination of the financial statements and other financial 
analysis included here that adequate reserves have been set aside to guarantee 
continued payment of benefits. If the level of employment in the trade remains 
at or near present levels, the reserves of the fund will be adequate for any 
contingency. If, however,.the level of employment drops sharply income to the 
fund will also drop sharply and reserves must be drawn upon to guarantee the 
continued payment of benefits. Under these conditions benefits can be continued 
only so long as the reserve lasts. 

The trustees, in accordance with their original plan, have during the past 
year slowed the accumulation of reserves. This has permitted your welfare 
fund to substantially increase benefits and reduce eligibility requirements. I am 
sure that an examination of this report will show that the eligibility provisions 
and insurance benefits provide realistic protection to boilermakers and their 
dependents and will continue to do so during 1957. 

Sincerely yours, 
Tuos. L. WANDS, Chairman. 
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BorLERMAKERS NATIONAL HEALTH AND WELFARE FUND 


Statement of cash receipts and disbursements and fund equity for the year ended 
Sept. 30, 19567 


nt CRU IIIS eememmemnmenn = $1, 5438, 630. 64 
Less: Hospitalization, surgical, medical, etc., insur- 

ance purchased for fund beneficiaries________~- $935, 201. 19 
Less: Insurance premium refund received for the 

































policy year ended Jan. 31, 1956_.__._---_---------- 120, 313. 00 
—— + 814, 


Operating expenses paid: 


Administrative fees and expenses_________----_- 53, 457. 25 
is cesnisintnss iit 18, 811. 20 
I nes chemsnsicinioenisniarnianic 26, 8 33. 40 
I es circa areata boar enninmguic 2, 100. 00 
eee GOT POULARC. GEC. 6nd ce pees e nti nse 355. 31 
Ne aaa acelin iain pee inscaaam iactios 639. 01 






— 162, 196. 17 






Excess of employer contributions received over operating expenses 
paid for the year ended Sept. 30, 1956..........._.__________ 626, 546. 28 
Add: Interest received on United States Government secur ities__ 9, 983. 35 
Excess of cash receipts over cash disbursements for the year ended 
cy ni i en Seber Eo 636, 529. 63 
Fund equity: 
Balance, Sept. 30, 1955 





758, 220. 32 


ee ie BRE sos ic det oe i eee 1, 394, 749. 95 









Fund equity represented by : 


er in 8 Rn eee ne Sabnd 496, 765. 98 
Reserve funds: ?” 
I semen $10, 537. 50 
United States Government securities—at 
Se a  ktttdeeenes 887, 446. 47 


—— 897, 983. 97 


1, 394, 749. 95 


1Since the accompanying statement reflects only cash receipts and disbursements, it 
necessarily omits material accrued assets and liabilities of the fund estimated as follows: 


Teeurance Seemems fen8 rectivebie............. .. -_...................... $120, 000 
Employer contributions receivable (principally for hours worked in 
a an 5 7 ctdicch deasgran ins ioemepctonelgpn ge dagadentetgsath 6 175, 000 








———_——— $295, 000 
ESSERE ITE TE NSD oa 290, 000 
Sn TR» I a i leteceaatreerelises 14, 000 
II NE CN i eh ot cn hint nk in hig tebe whines eal wombm ent 5, 000 

—— — — 309, 000 





Mreces: of payables over recelvahlete soit ws ceo osc nei ewoe 14, 000 
Since the insurance premium refund receivable for the policy year ending Jan. 31, 1957, 
cannot be determined at the present time, the insurer, Aetna Life Insurance Co., has sug- 


gested that the most reliable figure for the estimated refund shown above would be the 
amount actually refunded for the policy year ended Jan. 31, 1956. 

The taxing authorities have ruled that the fund is exempt from payment of Federal 
income taxes and accordingly no provision for such taxes are necessary. 

2 The trust agreement provides for the creation of such reserves as the trustees deem 
necessary to maintain policies or contracts of insurance for benefits provided by the 
trust and to meet the operating and other expenses of the fund. The amount of such 
reserves provided at Sept. 30, 1956, is $897,983.97, which is represented in the investment 
in U. 8. Government securities and the income earned thereon. 
















wT wre Oey 
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INCURRED CLAIMS 





the total claims that were incurred to January 31, 1957: 






The following are 










Coverage: Incurred claims 
muminiovyecs: hospitelsatteiw. ssn eh ee ee ee $297. 529 
mmo vees “marercer 6 Oo 2 a ea a be 60, 092 
Dee pare menOGa oo Se ea eee eek ea ec! 25, 917 
Tuya pels e SL Ue) Se a re ete None 
Lepencents Romprrmmetiew 20 oe ek fo es es) so lait dus 624, 132 
Eeepenaente Maree 22 CPt A Oe Si eee eee) ie 239, 741 
Dependents mremee os Seu Aue a, eet Rees 39, 658 
Penenoeiur PONG. eet aN le Cease None 






roe Ui Sie) aU geen we ae es ee cen berten ec . 1, 287, 069 






BENEFIT RESULTS 











The following indicates the percentage of the various types of hospital surgical 
and medical expense that was covered by the benefits provided between Feb- 
ruary 1, 1956, and January 31, 1957. 








Perce pings paid to eperee d 









| | 
Daily Special ~ Medical ct | Surgice a Total per- 
Area | benefit | fees | expenses | expenses: |centage paid 

| | to charged 

| 

| " | 
Northeastern ; 87 | 96 58 60 79 
7 Western States ‘ 70 | 94 | 55 50 70 
South Central cade astaall 89 | fv 58 56 80 
Great Lakes ah. panne | 77 | 95 64 | 52 74 
Southeastern atin ; SS a6 69 63 82 
Missouri River Basin.__- 80 | 96 | 69 57 76 
Nationwide ; 80 96 | 63 56 76 










REVISIONS IN BENEFITS AND ELIGIBILITY RULES 











In the course of the original planning that preceded the actual establishment 
of the welfare fund it was recognized by the board of trustees that at each 
annual meeting of the trustees the entire program of benefits and financial 
structure of the welfare fund should be reviewed to consider the possibility of 
making changes in benefits and in eligibility requirements. As a result of a 
careful study of the statistical and financial data of the second year’s operation 
of the fund, the trustees at their annual meeting in December 1956 made the 
following changes in the plan which became effective February 1, 1957, the start 
of the third insurance year. 


Benefits 

Increased room-and-board benefits —The daily hospital room and board benefit 
for dependents is increased from $8 per day plus 75 percent of the balance of 
the hospital's charges to a maximum reimbursement of $12 per day to $10 per 
day plus 75 percent of the balance of such charge to a maximum of $14 per day. 

Additional hospital fees.—The reimbursement for additional hospital fees for 
dependents is increased from $160 plus 75 percent of the next $1,000 to $200 plus 
75 percent of the next $1,000. 

Maternity benefits —The program of benefits for maternity coverage has been 
increased to provide full plan benefits for maternity cases involving unusual 
complications. 

Increase in hospital days—The number of days for which hospital benefits are 
payable is increased from 31 to 70 days per disability. 

Hligibility 

The following reductions in eligibility requirements were made effective as a 
result of the December 1956 meeting of the board of trustees: 

1. The number of hours required for eligibility are reduced from 275 to 
250 per quarter effective with the eligibility quarter October, November, 
December 1956. 
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2. Carryover of eligibility hours from 1 quarter to the next is reduced 
from those in excess of 275 to those in excess of 250. 

3. The cumulative eligibility provision which provides for eligibility for 
the balance of an insurance year was reduced from the requirement of 1,100 
hours to 1,000 hours. 

4. Immediate eligibility for benefits. A man who is not eligible to re- 
ceive benefits this quarter but has worked enough hours to be eligible 
for benefits next quarter under the old rule became eligible to receive 
benefits 1 month after the end of the eligibility quarter. The trustees have 
arranged to eliminate this wait of 1 month after the end of the eligibility 
quarter and to make a man eligible immediately following the eligibility 
quarter. For example, a man who is not currently eligible to receive 
benefits and who worked 250 or more hours in the eligibility quarter of 
October, November, December, as a result of this rule revision became 
eligible to receive benefits beginning January 1, 1957, and will continue 
to be eligible until April 30. Continuation of eligibility for the quarter 
beginning May 1 depends upon his accumulating 250 hours or more for 
the eligibility quarter January, February, March. 

5. Changes in annual eligibility period. Since the eligibility quarters of 
April, May, June and July, August, September include the months in which 
boilermakers enjoy fullest employment during the year, accumulation of 
1,000 hours for annual eligibility will now be made beginning April 1 of 
each year. When a man works 1,000 or more hours between April 1 and 
September 30 he will be assured of a full year’s benefits commencing Au- 
gust 1. 

So that men who accumulated 1,000 hours of credit for eligibility begin- 
ning April 1, 1956, will also receive a full year’s benefits, this rule revision 
is effective as of April 1, 1956. 

The following annual report is a copy of the report which was filed with 
the Welfare Fund Bureau of the State of New York for the fiscal year ending 
September 30, 1956, pursuant to the New York welfare fund law. This law 
requires that the annual report filed with the welfare fund bureau be repro- 
duced exactly as filed and distributed to all employees and contributing em- 
ployers. This annual report contains the same information as the annual 
audit report prepared by Price, Waterhouse & Co., except that the Price, 
Waterhouse report contains additional and more detailed information. We 
feel it is to the best interests of employees and contributing employers to have 
this additional information set forth in this booklet and therefore we are also 
reproducing the annual audit report of Price, Waterhouse & Co., on page 4 of 
this booklet as well as the following annual report filed with the New York 
Welfare Fund Bureau. 


STare or NEw York INSURANCE DEPARTMENT 


ANNUAL REPORT 





Filed with the superintendent of insurance for the calendar year 1956 or the 
fiscal year ended September 30, 1956, boilermakers national health and welfare 
fund, Chicago, Ill., pursuant to article 111A of the New York insurance law 


Marsh & McLennan, Inc., administrator; Marsh & McLennan, Inc., board of 
trustees, boilermakers national health and welfare fund,’ fiscal officer. 









INSTRUCTIONS 
(1) All data in the annual report is to be copied or compiled from the annual 
statement. 

(2) The annual report is required to be filed, in duplicate, not later than March 
1, 1957. Address replies to New York State Insurance Department, Welfare 
Fund Bureau, 61 Broadway, New York 6, N. Y. 


Footnotes at end of table, p. 262. 
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STATE OF NEW YOrK INSURANCE DEPARTMENT—Continued 
ANNUAL Report—Continued 
Annual report of the Boilermakers National Health and Welfare Fund 


CONDENSED STATEMENT OF ASSETS, LIABILITIES, AND UNASSIGNED FUNDS 


Assets : 
Fmvested: S880. aniseed irises deere need eb-seee $887, 390. 63 
Cash 507, 303. 48 
Contributions from employers and employee-members due and 
unpaid, including $-_-non__more than 2 months past due__ bee" 
PEE BORGTS = FTC OG, BIO nics nre reece eeienrows a 55. 84 
eel 1, 394, 749. 95 
Liabilities and unassigned funds: 
Reserves for benefits not insured None 
ST a a ll 1, 206, 983. 97 
Unassigned funds * ; : 187, 765. 98 


a ac np a laser iti . 1,394, 749. 95 


SUMMARY OF OPERATIONS 


1... Contributions from: employers... 3... $1, 543, 630. 64 
. Contributions from employee-members___----------__----_~ None 
Interest, dividends, and real estate net income 9, 983. 35 
. Profit on disposal of investments None 
Increase by adjustment in asset values of investments None 

. Dividends and experience rating refunds from insurance com- 
panies in connection with member benefits 120, 313, 00 

Other income: 

None 
None 
None 


1, 673, 926. 99 


DEDUCT 


. Premiums and annuity considerations to insurance companies 
I I a nd et nae I ecg Aan ad 935, 201. 19 


2. Benefits directly provided to members None 
13. General expenses * 102, 196, 17 


24 Loss of disposal: of investments. eo None 

15. Decrease by adjustment in asset values of investments____ None 
Other : 

None 

None 

None 


Total (lines 11-18 inclusive) 1, 037, 397. 36 


od, Oe 
Net increase or decrease before reserves (line 10 less 
line 19) 636, 529. 63 
. Increase or decrease in reserves for benefits not insured None 


Net increase or decrease after reserves (line 20 plus 
or minus line 21) 636, 529. 63 


Footnotes at end of table, p. 262. 
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Strate or New YorK INSURANCE DEPARTMENT—Continued 
ANNUAL Report—Continued 


UNASSIGNED FUNDS 





ACCOUNT 






23. Unassigned funds at beginning of year__-.-_-___---_-------~_--. None 








24. Net increase or decrease from item 22 above____------ 636, 529. 68 
Other charges or credits to unassigned funds (itemize) : 

ik ca a a a a a cerned. niente eeneeeimeinels 

26. Assigned to budgeted reserves *____._________-_-_______------ 448, 763. 65 


27. 


28. Unassigned funds at end of year ‘_..-..--_----_---_--~- 187, 765. 98 
Aianiiaiative : expenees a. sa jee 53, 457. 25 
RUIN. CODER a het A eke 18, 811. 20 
nr UNNI ont a er ee meee 26, 833. 40 
nar aIUININ Re irre 0 i 5 en eee 3, 094. 32 





Ce cick escileneianiinenedais wandine 102, 196. 17 


1 All books of account for the boilermakers national health and welfare fund are main- 
tained by the administrator, Marsh & McLennan, Inc. These books consist of the following: 
1. General ledger 
2. General journal 
3. Cash receipts 
4. Cash disbursements 


All contributions are received by the administrator and deposited in the Continental 
Illinois National Bank & Trust Company of Chicago, Il. The administrator can only de- 
posit the contributions, it cannot withdraw any funds. The only authorized check signers 
on the fund are the chairman, the vice chairman, the secretary, and the assistant secretary 
of the board of trustees of the boilermakers national health and welfare fund. It is re- 
quired further that one signature on all checks, contracts, and/or documents be that of an 
employee representative and the other be that of a union representative. 


Notre.—The data contained herein is for the purpose of providing general information 
as to the condition and affairs of the fund. The presentation is necessarily abbreviated. 
For a more comprehensive treatment, refer to the annual statement, copies of which may 
be inspected at the office of the fund, or at the New York State Insurance Department, 
welfare fund bureau, 61 Broadway, New York 6, N. Y. 


2 All records are kept on a cash basis. Therefore no accruals are set up for employer 
contributions. It will be noted that our auditors, Price, Waterhouse & Co., set up as note 1 
to the financial statement in the audit report (copy enclosed) that approximately $175,000 
was received after September 30, 1956, for hours worked in the month of September 1956. 

In addition, the auditors showed in note 1 to the financial statement that there was an 
estimated premium rate return of $120,000 outstanding at September 30, 1956. The actual 
computation of this premium rate return will not be made until the end of the related policy 
year which is February 1, 1957. 

3 Of the cash in the bank on September 30, 1956, approximately $290,000 was earmarked 
for insurance premiums due November 1, 1956, for all eligible employees whose eligibility is 
based on the hours they worked in the months of July, August, and September, 1956. In 
addition, there was $19,000 earmarked for administrative and legal fees incurred in the 3 
months of July, August, and September, 1956. 

The trust agreement provides for the creation of such reserves as the trustees deem 
necessary to maintain policies or contracts of insurance for benefits provided by the trust 
and to meet the operating and other expenses of the fund. The amount of such reserves 
provided at September 30, 1956, is $897,983.97, which is represented by the investment in 
United States Government securities and the income earned thereon. 

é — during the fiscal year exceeded expenditures by $187,765.98. This money was 
put into broadening of the fund by the reduction of the eligibility rules and increase in the 
benefits. The reduced eligibility rules became effective October 1, 1956. The increased 
benefits became effective February 1, 1957. 

The eligibility requirements were reduced from 275 hours a quarter and 1,100 hours a 
year, to 250 hours a quarter and 1,000 hours a year. The benefits were expanded to include 
70 days of hospitalization per claim rather than 31 days per claim; the dollar amount of 
dependent benefits was raised to the same level as employee benefits; and provision was 
made for unusual maternity. 

The figures shown here for the policy year ending Jan. 31, 1956, are inclusive from 
the inception date of the policy which was Aug. 1, 1954. 
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Experience under insurance contracts (based on information obtained from 
insurance companies ) 



































| Percent of column 2 
| 
(1) (2) (3) (4) (5) (6) (7) 
Type of coverage Premiums Divi- 
Policy year | and annu-| dends | Claims Total 
ending ity con- and ex- | incur- | Com- | Allow- | (cols. 3-6 
siderations | perience | red jmission| ances | included) 
| ratings 
| returns 
} | 
Las... wdc eo Sele che a LA aie eh ted eh aba deciles 
2. Accidental death and dis- | 
TI er hae enene| nisternccnnns ia eondtbnk= Eines <berennd |------ she cemeealuegeen= ous 
TE anon nanagalnnwennncene Saan Teg Daeuns tans eae edie Sed pip gene eer erences 
4. Major medical.___.......--} Ji: His SEAL Ae th open bicdicctdetabe oka wcll Nd bawslhte Romgahare 
iS NIE. ctapads. cisbecndspe Jan. 31, 1956! | $47, 429 14 90 | | 104 
Cf) eee ee eee } 251,214 24 | 72 Eitectedeeane 96 
7. Hospital __- Meta ce eens | 576, 170 | 9 | 89 | 99 
DSS chunk tetweelt goose do ?__ siti esee 34305. Se aakecw Pb AAiedinns 
A catteecect oftnina ahaa dbstel tate ce a a sloketeane I i tain ee eaten detatednti | tain e 
icp sn is icktane eked sii ciel aria ah shee oe arate eel ales cedreemecer ee ae eats 
11. Pension or retirement __-- - - XXXxX E pdcetdeacenowt + MER 2c ddh ew stbeales icaeie aden d 


1 The figures shown here for the policy year ending Jan. 31, 1956, are inclusive from the inception date of 
the policy which was Aug. 1, 1954. J 

2 The polio coverage was added on Feb. 1, 1956. There has been, therefore, no completed policy year at 
the time of this reporting and we can supply no figures until the next renewal date, 


Notre.—The foregoing exhibit is on a policy-year basis and normally will not agree with amounts on p. 4. 


Benefits directly provided to members—Current year 


Benefit 
Type of benefit: payments 
Re FO PEN Bis See ee ta eo None 
oS RR eee een ga negate = bier eee Do. 
FT ee neon eee etre oak ee ghee ioatatnea eae ta arta an ae canoe Do. 
Se eee eee eden eee ene ee eieaee ete ani as deeneree eee Do. 
A en eo oe nccietne eae ceeded am gion catch nse tagnich asd mw ste See acne ae Do. 
ee eer ace rns anebes ates ane aoe Do. 
ee’ ene te De ies ge ee SS Bi et eee Do. 
a. ; ssiskiniereeyimneiichoenie eciip sagen cables pees es op envgtencainin at Aes ew eae ean ead eee al aa Do. 
Fee cee eee ee ee cree ae ae et eS E Do. 
PO ctindhe side e tbat tes ok ee ATES: site eet peek A Ie Do. 
Mae tS aE Sa ke eee, Jet) Se aos Bel je Do. 
ha, enon Or Wel enente os a et ee A ae eee Do. 
13. Total (per line 12 above) __-__________.__ Dee OS ee Do. 


PRICE WATERHOUSE & Co., 
Chicago, November 30, 1956. 
To the Trustees, Boilermakers National Health and Welfare Fund: 


In our opinion, the accompanying statement presents fairly the recorded cash 
receipts and disbursements and fund equity of the boilermakers national health 
and welfare fund for the year ended September 30, 1956. Our examination of this 
statement was made in accordance with generally accepted auditing standards, 
and accordingly included such tests of the accounting records and such other 
auditing procedures as we reconsidered necessary in the circumstances. 

The accounts of the fund are maintained on a cash basis and accordingly do not 
include accruals of certain assets and liabilities, as explained more fully in note 1 
to the financial statement. 

Pric—E WATERHOUSE & Co. 
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(A. letter subsequently received from Mr. Pipin follows.) 


BRADLEY, PrPrn, VeETTrerR & EATON, 
Chicago, Ill., July 22, 1957. 
Re bill to regulate welfare and pension funds and plans. 
Mr. Pau. Corter, 
Counsel, Subcommittee on Welfare and Pension Legislation, 
Senate Committee on Labor and Public Welfare, 
Washington, D. C. 

Dear Mr. Correr: Since our conversation last Friday afternoon I have given 
a great deal of thought to our discussion, your suggestions and your concern 
with the State rights’ question. I have no pride of authorship nor do I ever let 
myself become so committed to a particular way of doing something as to pre 
clude another suggested method or provision that will accomplish the desired 
result. Consequently, I would gladly approve any other way that would avoid 
the unnecessary duplication and burdensome expense of regulation by 48 State 
agencies and the Federal agency of a multi-State plan or fund, i. e., one that 
receives contributions from employers or provides benefits for employees in 
more than one State. 

Unfortunately, however, the more thought I give to the problem the more I 
am forced back to a provision in the Federal bill that will limit all form of 
regulation of muiti-State funds or plans to the Federal agency and the agency 
of the State in which the principal office of the fund or plan is located. My 
reasons are these: 

(1) All of the bills pending in the Senate not only equally and as fully provide 
for registration, reporting and disclosure (sending annual reports to employees 
and employers) as do the State bills, but they equally provide for examination. 
This is accomplished under the Federal bills in this manner: 

(a) Under the Senate bills the Federal agency can prepare the form of annual 
report so that the report will disclose any irregularities or anything that might 
be suspicious. 

(b) Each of the Senate bills requires that the annual report shall be certified 
by an independent public accountant based on a comprehensive audit. This 
assures that the report will be honestly and competently made. 

(c) Each of the Senate bills provides that the Federal agency may investi- 
gate, which includes examination. (Section 10 (a) of Douglas bill (S. 1122) 
for instance.) Thus, whenever the annual statement indicates anything suspi- 
cious, or whenever else it is thought necessary, the Federal agency may investi- 
gate, including examination of the fund. 

(2) When in our conference there was raised the question of prohibitions in 
State laws against certain improper acts by persons connected with a fund or 
plan, I expressed the thought that consideration might be given to leaving the 
States free to legislate in some of these respects. On further thought, I am 
forced to revert to my original thought that only the Federal Government and 
the State of the principal office of a plan or fund should legislate in this regard, 
as well as to registration, reporting, disclosure and examination. 
for this are: 

(a) The Douglas bill, which I understand you are using as the basis in 
drafting a bill, prohibits in section 11 (a) all the malpractices that could arise, 
except possibly for the questions as to whom commissions should be paid. The 
questions regarding commissions are now being taken care of by the State 
insurance commissioners and the insurance industry through a code of ethics. 

(bo) The difficulty—and it is a very real and serious one—in permitting all 
States to legislate is that each State indulges in the luxury of prohibiting a 
certain practice without realizing that in so doing they are prohibiting another 
practice which is to the advantage and benefit of a plan or fund. This aspect 
was discussed by me when I appeared before the Senate subcommittee and is 
found on pages 10 to 13 of the copy I left with you of my statement to the House 
committee, which portion I would appreciate your taking the few minutes 
required to read. 

We corrected this situation in New York, described in my statement, by the 
1957 amendment to the New York law. But then Wisconsin and Connecticut 
passed laws this year which include the original prohibition from the New York 
law, without the 1957 amendment. Now we are right back where we started and 
nothing can be done until the next session of these State legislatures, which in 


My reasons 
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some cases Will be 2 years. This illustrates the dangers to multi-State plans, as 
well as funds, of permitting all the State legislatures to cover this field. 

In conclusion let me say that I understand and sympathize with your con- 
cern for State right opposition if you restrict State regulation of these funds and 
plans. But think of the opposition that you will receive from level-of-benefit 
plans when they wake up to the fact that they may be subject to multi-State regu- 
lation. Some of the State bills passed this year cover these plans. 

Looking forward to the future, if the Federal bill does not limit State regulation 
to the State of the fund's office, there later may be blame placed on the commit- 
tee and Congress for the resulting cost to funds which, in my humble opinion, 
will far exceed the amount ever misappropriated. This extra expense will come 
out of money otherwise available for benefits. 

After carefully considering other alternatives and much as I would like to be 
able to say otherwise, I still feel that our suggested amendment to the section 
entitled “Effect of Other Laws” is the only solution. It also recognizes State 
rights by permitting the State of the office of the fund or plan to regulate. 

As set out on page 15 of the copy I left with you of my statement to the House 
committee, my suggestion is to add to the section entitled “Effect of Other Laws” 
(sec. 14 of the Douglas bill, 8. 1122) the following: 

“Except that any ‘welfare or pension plan’ (or however it is denoted) which 
receives contributions from employers or provides benefits for employees in more 
than one State shall be subject only to the provisions of this act and the laws of 
the State or Territory within which the plan’s principal office is located.” 

As so amended this section “Effect of Other Laws” would read: 

“Sec. 14. The provisions of this Act, except section 10 (d), and any action 
taken thereunder shall not be held to exempt or relieve any person from any 
liability, duty, penalty, or punishment provided by any present or future law of 
the United States or of any State or Territory affecting the operation or admin- 
istration of employee welfare or pension benefit plans, or in any manner to 
authorize the operation or administration of any such plan contrary to any such 
law, except that any ‘welfare or pension plan’ (or however it is denoted) which 
receives contributions from employers or provides benefits for employees in 
more than one State shall be subject only to the provisions of this Act and the 
laws of the State or Territory within which the plan’s principal office is located.” 

I shall be very glad to discuss with you this or any other problems you may have 
in drafting the bill for the subcomittee. In fact I would very much appreciate 
the opportunity to study the draft before it is submitted to the subcommittee, if 
that is permissible. 

Thank you for the time you gave me last Friday and for your taking the time 
to read and consider what I have said herein. Extra copies of this letter are 
enclosed for your staff. 

Very sincerely yours, 
MARSHALL A. PIPIN. 

Mr. Prem. Thank you. 


Senator Kennepy. The subcommittee will meet tomorrow morning 
at 10 o’clock. Our witnesses will include representatives of the U. S. 
Chamber of Commerce and American Bank Association. 


(Whereupon, at 11:40 p. m., the hearing recessed, to reconvene at 
10 a. m. June 18, 1957. 


93947—57——_18 
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TUESDAY, JUNE 18, 1957 


Unrrep STatTes SENATE, 
SUBCOMMITTEE ON WELFARE AND 
Pension Pians LEGISLATION OF THE 
CommMitrreE ON Lazpor AND Pusiic WELFARE, 
Washington, D.C. 
The subcommittee met, pursuant to recess, at 10 a. m. in room P-63, 
the Capitol, Senator John F. Kennedy, chairman of the subcom- 
mittee, presiding. 
Present: Senators Kennedy (presiding), Purtell, and Allott. 
Committee staff members present: Stewart E. McClure, chief 
clerk; Roy E. James, assistant chief clerk; John S. Forsythe, general 
counsel; Michael J. Bernstein, professional staff member; and Paul 
J. Cotter, special counsel to Subonnaaiibiees on Welfare and Pension 
Plans Legislation. 
Senator Kennepy. The subcommittee will come to order. 
The first witness this morning is Mr. Frank B. Cliffe, vice presi- 
dent and secretary of the H. J. Heinz Co., of Pittsburgh, Pa., speak- 
ing for the Chamber of Commerce of the United States. 


STATEMENT OF FRANK B. CLIFFE, VICE PRESIDENT AND SECRE- 
TARY OF THE H. J. HEINZ CO., PITTSBURGH, PA., REPRESENTING 
THE CHAMBER OF COMMERCE OF THE UNITED STATES 


Senator Kennepy. Will you proceed in whatever way you desire. 

Mr. Cuirre. Senator, I have a prepared statement which I would 
like to have in the record. For the purpose of the committee, I think 
perhaps it would be better if I just discussed it informally. That 
will pave the way for any questions you may want to ask or any 
-discussion you may want to make. 

(The statement referred to follows :) 


STATEMENT OF FRANK B. CLIFFE FOR THE CHAMBER OF COMMERCE OF THE UNITED 
STATES 


My name is Frank B. Cliffe. I am vice president and secretary of the H. J. 
Heinz Co., Pittsburgh, Pa. I appear today for the Chamber of Commerce of the 
United States having been a member of its committee on economic security for 
11 years. The chamber is a federation of some 3,200 local and State chambers 
of commerce and trade and professional associations which have a membership 
of 2% million businessmen. 

I have long had a deep interest in the subject being considered by this sub- 
committee. In fact I was asked by Senator Douglas in March 1955 to participate, 
and did take part on March 21, 1955, in a panel discussion of the subject before the 
subcommittee of which he was then chairman. It was suggested by some of the 
management members of the panel at that time that section 302 of the Taft-Hart- 
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ley Act ought to be made more specific. I believe subsequent developments have. 
proved these observations to be sound as a means of correcting the then sus- 
pected abuses. 

I appreciate very much, therefore, the opportunity to appear here and amplify 
on this very important subject. It is our hope that we will be able to contribute 
to this committee’s effort to further the public interest and to protect pension 
and welfare funds for their ultimate beneficiaries. I would like to commend 
not only the present subcommittee under Senator Kennedy, but also the sub- 
committees under both Senator Ives and Senator Douglas for their contributions 
on this important problem. 

Business and industry have a vital interest in maintaining the basic integrity 
and good reputation of their employee benefit plans and funds. We have been 
greatly concerned over the abuses that have been brought to light by this 
committee in the operation and administration of a few employee benefit plans 
and funds. These abuses must not be permitted to continue. Unprincipled men 
who seek to make vast personal profits from abusing their fellow employees 
must be discouraged from starting such abuses and if they start, must be 
promptly discontinued and stopped with suitable punishment. 

We realize the tendency of the general public to portray the operation of all 
funds in the same fashion as the few where chicanery and dishonesty have been 
disclosed and widely publicized. The vast majority of honestly run plans do 
not like being tarred with the same brush, and we strongly believe positive action 
should be taken now to see that there will be no further abuses which not only 
cheat the beneficiaries involved but also jeopardize the reputation for sound and 
efficient operation of tens of thousands of honestly run employee benefit programs, 

At the outset, we wish to make it unmistakably clear that we support appro- 
priate disclosure legislation, once the facts are sufficiently developed and the 
relationship to other important issues is clarified and given proper consideration, 
We do feel that in this complicated area there are good and bad ways of going 
about solving the problem and we would first offer some guiding principles—then 
indicate how they might be implemented. 


GUIDING PRINCIPLES 





1. The most effective administration is generally at the level of government 
closest to the problem. This means to us that State supervision and State legis- 
lation should be the primary governmental control. State laws on this subject 
should be left in full force and effect. Overiapping, conflicting Federal legisla- 
tion requiring needless duplication of effort should be avoided. Punishment of 
actual corruption should be left to the States as are punishments for other 
similar crimes. 

2. The serious abuses that have been revealed to date apply to the jointly 
administered funds or to funds whose benefits are employer financed on a cents- 
per-hour or similar fixed cost basis. They generally come under section 302 of 
the Taft-Hartley Act. By strengthening that section we can get directly at the 
area of proven abuse. 

3. We seriously question the need of requiring reports to be filed with a 
Federal agency and certainly any legislation should avoid an immense new Fed- 
eral agency or department—or the beginnings of one. Any possible gains from 
such an institution would be more than offset by the obvious disadvantages of 
increased governmental bureaucracy, more expense, more cumbersome rules, 
regulations, and redtape—to the real detriment of the beneficiaries of soundly 
run plans. 

4. In order to avoid duplication and waste we recommend that if Congress 
decides registration and disclosure should be made to a Federal agency the 
Internal Revenue Service is best suited to filling the role. 


MAXIMUM STATE AUTHORITY 


We suggest that the States should be left maximum authority to develop 
their own bodies of law in this field. 

Basically welfare and pension funds are either voluntarily established by an 
employer from his own funds or are matters of contract between an employer 
and a union.’ These issues involve the law of trusts and the protection of rights 














2P. 63 of final report submitted to Committee on Labor and Public Welfare by its Sub- 
comets — and Pension Funds pursuant to S. Res. 40 as extended by S. Res. 200 
and S. Res. 232. 
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arising from it, which, traditionally, has been a subject of State jurisdiction. 


We hope that none of the legislation which may ultimately emerge will confer 
exclusive jurisdiction on the Federal Government. Such a result would further 
implement a trend in recent years for the Federal Government to preempt State 
authority. We are alarmed at this trend for Federal power to crowd out State 
authority even from areas where the States are competent. The Presi- 
dent’s Commission on Intergovernmental Relations observed in this connection in 
1954 that under our current constitutional interpretations the Federal Govern- 
ment is permitted to perform many activities regardless of the competence of the 
States to deal with them. It noted the importance of developing the capacity of 
the States to handle more of the total task of government. This diffusion of 
governmental activity is especially desirable as our growing population and more 
complicated society impose increasing burdens on government. But if this 
is to be done, “the National Government,” concludes the Commission, “has 
a responsibility on its part to leave room for and not to frustrate such develop- 
ment.” 

The States should have full opportunity to act in this matter. They cannot 
do so, however, if the Federal Government preempts the field. Given a proper 
chance there is reason to believe the States will deal effectively with this prob- 
lem. That they have not moved more quickly may indeed be to their credit. 
They have not rushed to enact ill-advised legislation. As the committee knows, 
New York and Washington have led by enacting laws that represent construc- 
tive steps toward dealing with the problem, and Connecticut has just passed 
legislation patterned after the New York State approach. In light of recent 
disclosures, additional States are almost sure to act. 

The complicated subject should have benefit of the continued intelligence of 
the several States. The laboratories of experiment in our Federal-State system 
of government can all be so important in helping solve complicated problems 
of legislation such as this one that each should have opportunity to make its 
contribution. The Congress is the one that in the first instance must decide in 
this matter whether it will allow the States the continued opportunity to act 
in the field or will arrogate full power to the Federal Government. 

We suggest that any Federal legislation on the subject should, by specific 
provision, make the continued authority of the States on this subject clear and 
definite. 

TO WHAT FUNDS SHOULD LEGISLATION APPLY? 


We applaud a statement in the final report submitted to the Committee on 
Labor and Public Welfare by its Subcommittee on Welfare and Pension Funds 
during the &4th Congress, which stated: “It is our desire to make the disclosure 
act an effective instrument to safeguard these vast programs, but at the same 
time to make it the least burdensome possible.” The same paragraph of this 
report speaks in favor of “accurate and adequate accounting, the annual audit, 
and an open-faced exchange of information between the beneticiaries involved 
and others participating in the programs * * *.” 

Obviously something should be done to safeguard programs that need safe- 
guarding. We believe by the same token that unnecessary burdens should not 
be placed around those types of funds with respect to which no defalcations 
or needs for additional protection have been demonstrated. 

The final report submitted by the subcommittee in referring to union-admin- 
istered plans, that is, plans administered by a local or international union, 
States: 

“This type of plan comprises a very small minority of all plans and no de- 
tailed investigation was made. Several programs were encountered, however, 
in which unions had taken over all administration in apparent violation of the 
joint management requirements of the Taft-Hartley Act. In addition to viola- 
tions of the act where employer contributions went to union plans which had 
no jointly managed trust, the subcommittee found cases where there were com- 
mingling of unions and welfare funds, use of funds for other than welfare 
purposes, favoritism in the payment of claims, extravagances, mismanagement, 
and one-man domination.” 

The report indicates there was no detailed study of these plans. 

In the report’s discussion of unilateral employer-administered plans, more- 
over, there is no finding of extensive evil practices. 

Perhaps the situation will be more clear in this respect after the Senate 
Select Committee on Improper Activities in the Labor or Management Field 
has ascertained more facts. 
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We strongly urge that legislation should apply where malpractices have been 
exposed—namely in those plans that theoretically are jointly administered. 

Sound reasoning is strongly weighted against requiring employers to report 
to government such information with respect to funds unilaterally administered 
by them. In urging this course we do not contend that business people are any 
better than other legitimate segments of our social order. They are simply a 
cross section of our society. Employers who are thus spending their own money 
naturally, like any prudent citizens who make a purchase, will as a rule seek 
the best values obtainable. Where an employer has promised to provide a cer- 
tain level of benefits the fact is that the agreement is in effect a pledge of the 
good name of his company and in the same category with its promise to pay 
certain hourly wages. No trust fund need be set up for such purpose, but the 
promise pledges the general credit of the company. It is a matter of internal 
judgment whether assets of the corporation should be segregated to assure 
future payments of this type. Hence there is a vastly different situation from 
that prevailing where funds are paid over to trustees not under company 
control to be held in trust for the employees as beneficiaries. 

The disarming question is nevertheless raised to the effect that if one recom- 
mends disclosure for one group of plans—why not for all? What do you have to 
hide? The answer is quite simple. It is not a question of hiding anything. It 
is only a question of commonsense. It just isn’t necessary and would be need- 
lessly wasteful to the taxpayers’ time and money and, further, disruptive of 
sound employee-benefit plans to require reporting unless there were proven need 
just as employers are not required to render detailed reports to the Federal 
Government on their many other expenditures. 

Where the plans have been set up on the level-of-benefit basis with the employers 
paying all of the cost or the excess of cost over agreed employee contributions, 
they are self-policing and abuses have not been present. This is a natural con- 
sequence of the fact that under this type of financing arrangement the employer 
has a continuing interest in an efficient, honestly run plan—it is his own money 
that he is spending. To permit dishonesty and double dealing would be against 
his own interest. 

Let us leave this point concerning level-of-benefit plans for a moment and see 
whether there are any positive disadvantages resulting from reporting of uni- 
lateral administered plans. This is, of course, in addition to the persuasive 
point that no real purpose would be served from such reporting since no need 
is evident. 

It may be correctly said that disclosure by employers of detailed informatior 
regarding benefit plans—such an amount in pension reserves, ete.—can be dis- 
torted, misinterpreted, and used improperly by those who would like to discredit 
and malign. It has been observed that overzealous union leaders have seized 
on this kind of information to promote ulterior bargaining ends. Pension re- 
serves have been singled out as a ready target for all kinds of extra new benefits. 
And unfortunately the union members or officers have not always been aware 
that these reserves, often accumulated largely during prosperous years, are be- 
ing held to protect the employees when heavier demands on the funds will be 
made—in the future, perhaps not quite so prosperous years. 

Experience has taught the employer how adroit propaganda can generate 
heavy pressures at the bargaining table to increase benefit levels unreasonably. 
Disclosure of pension and welfare fund finances, particularly where the plans 
are unilaterally set up or established on a level-of-benefit basis, would add fire 
to such unreasonable demands and other improper use of information. 

In fact, this very situation could discouarge employers from setting up plans 
under which there is agreement on the employer’s part to provide a specified 
level of benefit or to set aside any funds to meet future needs. There is danger 
that they would feel it unwise thus to make targets of themselves. Employees 
would be the losers because certain of these plans have been among the most 
liberal in the benefits paid employees. 

The principal argument used in favor of required disclosures of full informa- 
tion regarding unilateral employer-administered plans is in fact not that em- 
ployers have been corrupt in their handling of such plans, but that the benefits 
are a part of the employee’ compensation. Naturally employees do not wish to 
have their payments reported as part of their taxable compensation. The con- 
clusion then is made that details as to the cost of company financing of the 
plan should accordingly be disclosed to the employees. 

This line of reasoning is without merit, and would apply a rule to benefit 
moneys which does not apply to other wages. It is part and parcel of an old 
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contention that the employer should allow the union to examine its books as 
part of the bargaining process. Employers are not now required to disclose the 
inner financial workings of the company which make possible the employees’ 
regular wages. A failure to disclose such information becomes an issue under 
present law only if the employer gives financial inability as a reason for refusing 
a wage increase.’ 

Therefore, the proposal to require full disclosure or an opening of the books as 
to unilaterally administered welfare and pension funds singles them out from 
other forms of compensation where there is no such compulsion. Effort is being 
made by unions, after failure on other grounds, to use welfare and pension funds 
as an excuse for looking at the employer’s books beyond the already published 
annual reports which are public property for most of the large employers. 

It has been argued that “since payments to unilateral funds are tax-exempt, 
the Federal Government has a special right to reports concerning them.” Actu- 
ally, nearly all expenditures by a corporation (except dividends to stockholders) 
are allowable deductions from income before computing Federal income taxes. 
There is nothing about payments to a unilateral benefit fund that should sub- 
ject the employer to special reporting concerning them. The internal-revenue 
examination of his books, for tax purposes, will verify the fact of such pay- 
ments and their amounts, 

We will not elaborate on plans for union members where members provide 
all of the funds and union officers administer them as our connection with that 
problem is only indirect. We would definitely apply the same principle of ex- 
clusion to them, however, unless there is a clear showing that such plans are 
victims of substantial abuse. 

The scandalous situations exposed by the Senate subcommittee hearings in 
1955 applied principally to jointly administered funds to which section 302 of the 
Taft-Hartley Act applies. They applied, moreover, to welfare funds rather than 
pension funds. In other words, the urgent need for legislation arises where one 
or more employers have paid over welfare-fund money to union representatives 
who are obligated by law to join with management representatives in admin- 
istering them. Referring to such plans the subcommittee report stated: 

“Many abuses and problems have been found in this type of plan. A great 
deal of this subcommittee’s and other Federal and State governmental com- 
mittees’ attention has been given to this type of plan, which covers less than 10 
percent of employees receiving group benefits under all types of plans.” [Italic 
supplied. | 

Certainly in these days when people are stunned by the ever-increasing size 
and ramifications of government, it is desirable to refrain from spreading it 
into areas where it is not needed. Why impose the burdens of this legislation 
on all types of plans when only a part of those covering this less than 10 percent 
of employees receiving group benefits are clearly shown to be so infested with 
abuse as to call for legislation? A positive case should be made before legisla- 
tion covering unilateral plans can be justified. 

Whenever substantial abuses are shown in this area Congress obviously should 
consider possible legislative remedies. We urge until then, until the need is 
positively established, that the onerous requirements of a legislative remedy 
not be imposed beyond the area of actual shown need. 

To extend proposed legislation beyond the area of actual need should not be 
taken lightly for other important reasons than the onerous effect it would have 
on those required to file reports. 

One such reason lies in the impact public information about these funds could 
have on the national economy. Suppose a disclosure of details of assets held 
by a company shows that it has bought or sold a million dollars worth of a 
certain security from a pension or welfare fund. Would this kind of information 
have an effect on individual investors and, if so, would it be good or bad? Would 
there be an effect on the securities exchange and if so would it be good or bad? 
Since pension-fund reserves are a very important source of equity capital, such 
questions should not be dismissed lightly. There should be some reasonably 
definitive answers to these questions before including under legislation the 
92 percent of employees who are under welfare plans and the 86 percent who 
are under pension plans unilaterally administered by employers. 

How extensive would be the costs and how great would be the administrative 
problems of including all such plans in the legislation? Obviously such Gov- 





2N. L. R. B. v. Truitt (351 U. 8. 149 (1956)). 
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ernment witnesses before this committee as Secretary of Labor Mitchell an@ 
Commissioner Orrick of the Securities and Exchange Commission on this point 
approached it with considerable caution and were careful to qualify their com. 
ments regarding it. Under such circumstances, we again submit it would be 
prudent to limit present legislation to the area where actual abuses have been 
shown. If facts developed later show the need to cover more legislative terri- 
tory, we would then have not only the added facts but also the added experience 
to help formulate a legislative provision that would be sound. 

It is notable that the States of New York, Washington, and Connecticut have 
so restricted their initial legislation regarding welfare funds. Their statutes on 
the subject did not embrace all such funds in order to deal with the evils which 
had been shown definitely to exist only in the one type of fund. New York, for 
instance, directed its legislation to “any trust fund or other fund established or 
maintained jointly by 1 or more employers together with 1 or more labor 
organizations.” * 

AMENDMENT OF SECTION 302 PREFERRED 


The exposed evils can best be abated, we therefore urge, by amending section 
302 of the Taft-Hartley Act. This section was written to deal with jointly ad- 
ministered funds, the tvpe where widespread abuse has recently been definitely 
shown to exist, but obviously it did not provide restrictions adequate to cope 
with the opportunity for abuse which these funds offer. Rather than write an 
entirely new law on the subject, it would be far more practical in cur judgment 
to profit from past experience and improve the existing law which already deals 
with the trouble spots about which we know. 

The mere mass of reports which would be required by the all-inclusive ap- 
proach would tend to delay discovery of malpractices and to dilute the efforts 
at analysis and corrective action. Administrative employees would be compelled 
to spend time looking through an unnecessarily large haystack for a probably 
nonexistent needle, Certainly any administrative or legislative action should 
start with the area of demonstrated malpractice, thus cooperating most effec- 
tively with the efforts of the AFL-CIO national officers to put their houses in 
order, to clear the name of plans that are well administered, and to disconrage 
and punish local officers who are tempted by easy access to other peuople’s miouey, 

In speaking to this committee on May 27, 1957, Senator Douglas suggested 
the possibility of delaying all action for 6 months. until the committee could 
investigate an adequate test sample of employer-administered plans, to deter- 
mine whether they should be included in the proposed legislation. It would 
seem to be better to proceed without delay with appropriate action in the area 
where major abuses have been shown to he frequent and gross—namely those 
plans which operate under section 302. Then the committee should carry out 
an investigation of unilateral plans and take further action if that appears 
appropriate, Indeed, an entirely different type of action might be shown to be 
desirable, in view of the different type of administration of these plans and the 
record of the investigation. 

This section of the Taft-Hartlely Act has proved inadequate because it does 
not spell out rules of conduct for trustees. If the act had spelled out necessary 
guidelines, much of the abuse that has been uncovered would not have taken 
place or would have been more quickly discovered. 

Certain amendments of section 302, we suggest, accordingly, can make it 
effective. We suggest that the language ought to provide: 

1. That a written trust instrument spell out the terms of the trust: 
2. That a booklet or other written instrument be delivered to participating 
employers, contributing employees and beneficiaries giving— 
(a) A description of the plan of benefits to be provided ; 
(b) The class or classes of employees and the class or classes of other 
persons, if any, covered for such benefits ; 





2The full section of the New York statute referred to, viz sec. 37—a, is as follows: 

“Definitions. 1. Employee welfare funds.—The term ‘Employee welfare fund,’ as used 
im this article, shall mean any trust fund or other fund established or maintained jointly 
by 1 or more employers together with 1 or more labor organizations, whether directly or 
through trustees, to provide employee benefits, by the purchase of insurance or annuity 
eontracts or otherwise, and to which is paid or contracted to be paid anything, other than 
income from investments of such fund, by or on behalf of any employer doing business in 
this State or for the benefit of any person or persons employed in this State: Provided 
however, That such term, as used in this article, shall not include any such fund where its 
overall management is vested, alone or jointly with other trustees, in a corporate trustee 
which is subject to supervision by the superintendent of banks of this State or any other 
State or is a member of the Federal Reserve System.” 
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(c) The conditions of the obligation to provide such benefits together 
with a statement of eligibility requirements. 

3. That the trustees shall keep. detailed records of their affairs on a eal- 
endar year, policy year or other fiscal year basis, such records to be audited 
at least annually by a certified public accountant ; 

4. That the trustees shall annually issue a report certified by a certified 
public accountant together with a copy of booklets or other written instru- 
ments delivered to participating employers, employees and beneficiaries 
during the year, the report to include: 

(a) Amount of employer payments, itemized for each employer if 
more than one; 

(b) Amount derived from employee contributions, if any; 

(c) Other receipts ; 

(d) Summary statement of assets—by types; 

(e) Number of employees covered ; 

(f) Benefits paid; 

(7g) Number of employees and dependents receiving such benefits ; 

(h) Expenses paid from the fund, including— 

(1) The top 10 salaries, wages, or fees paid, in what amount and 
for what purposes, 

(2) Administrative, service, or other fees paid or credited with 
names and addresses and a description of the service rendered, for 
amounts equal to or greater than the lowest of the top 10 salaries, 
except on the purchase or sale of securities through a broker or 
dealer registered with the Securities and Exchange Commission. 

(i) Expenses incurred but unpaid if the fund is not operated on a 
cash basis; 
(j) Other disbursements. 

In event some or all of the benefits are provided through an insurance car- 
rier, service or other organization, the amendments should, in addition, require 
the trustees to include such fact in the report together with a statement show- 
ing: 

1. The total premiums; 

2. Fees and commissions paid or allowed with names and addresses of 
those receiving them and the amounts. 

The insurance company abuses which have been mentioned in unilateral con- 
tracts result in extra costs for the employers, but not loss of protection or bene- 
fits to the employees. Thus, these abuses are self-punishing to the employer. 


USE OF FEDERAL AGENCY COULD BE AVOIDED 


Should the law require this data to be filed with a Federal agency? 

We think this onerous rule need not be imposed. Substantially as much good 
would come from making the report available to the participating employers, 
the contributing employees and the beneficiaries. Moreover, there might in 
addition be the requirement that report copies be available for inspection at 
the principal office of the fund; also, that it be summarized in plant papers, if 
issued, and placed on plant bulletin boards. 

The penalty provision of the Taft-Hartley Act would provide the necessary 
means for enforcing these disclosure requirements, once they were incorporated 
in section 302. 

PREFERENCE FOR INTERNAL REVENUE 


Although we strongly urge against required reporting to a Federal agency, 
we are mindful of the expressions in favor of such a requirement. We note that 
some bills on the subject favor making the Securities and Exchange Commission 
the reporting agency, as does the subcommittee report issued pursuant to Senate 
Resolution 40. 

In event Congress decides to designate an agency with which reports are to 
be filed we prefer designation of the Internal Revenue Service. 

Pension funds already are required to report to Treasury to qualify for tax 
exemption purposes under the Internal Revenue Code. Once such a fund has 
obtained tax exempt status under the code it is then required to file an annual 
information return. The information required at this point includes financial 
statements and other data deemed pertinent to determine whether the fund is 
being operated in a manner consistent with the requirements for exemption. 
Any violation of the applicable provision of the law or regulations are grounds 
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for removal of tax exempt status of the fund and deductibility of payments made 
by the employer. 

The internal-revenue requirements for welfare funds which qualify under 
section 501 (c) 9 are about the same as pension funds. With respect to them, 
application must be made under the Internal Revenue Code for claimed income- 
tax exemption and the fund is then required “to file an annual information 
return on form 990 with the local district director.’* Most welfare funds, 
however, do not have investment income for which tax exemption is desired and. 
therefore, they do not qualify under the Internal Revenue Code. ; 

The amendments to section 302 of the Taft-Hartley Act, if reporting to a 
Federal agency is deemed desirable by Congress, could avoid duplication of 
reporting by designating the Internal Revenue Service as the one tc which the 
disclosure of data is to be made. It should be possible for the same forms to 
channel data which would serve both taxation and disclosure purposes. 

In fact section 503 (c) of the Internal Revenue Code already imposes on 
trustees some very salutary prohibitions with respect to pension funds for which 
income-tax exemption is sought.® 

Let’s not bring a new agency into the picture. Reports required from business 
people impose a tremendous burden already. If reports more copious than 
those already required for tax purposes must be filed with a Federal agency, 
ean’t that filing be done with the same agency, the Internal Revenue Service? 
This result could readily be achieved in amending section 302 by specifying 
the Internal Revenue Service as the agency with which to file reports and by 
making it possible for administrators of these funds to supply all the pre- 
scribed data as part of the required annual report for income-tax purposes. 

In conclusion : 

1. We believe that State legislation should be encouraged to remedy abuses. 

2. We believe that we should be selective in our approach and not hurried 
into the “shotgun” treatment. 

3. We believe that the abuses have been revealed only in the jointly admin- 
istered funds, covered by Taft-Hartley, section 302, which are generally financed 
on a fixed-cost, cents-per-hour basis, not on a level-of-benefits basis. Criteria 
for coverage should be set accordingly. 

4. We question the need to have registration and disclosure to a Federal 
agency, but if Congress in its judgment decides that such a requirement is 
necessary we favor use of the Internal Revenue Service for this purpose. We 
believe designation of it would avoid duplication and waste. 

5. It should be clearly understood that any legislation designed to prevent 
abuse in the operation and administration of employee benefit plans or funds 
will not cure the even more fundamental and urgent problem of mismanage- 
ments of union powers and internal funds—a subject under other active con- 
sideration though not involved in this hearing. 


Mr. Curre. As you have stated, my name is Frank B. Cliffe. I am 
vice president and secretary of the Heinz Co., of Pittsburgh, Pa. 
But this morning I am speaking for the Chamber of Commerce of the 
United States, with which you are familiar. It is a federation of 
3,200 local chambers of commerce, and 214 million businessmen scat- 
tered throughout the country. 

It is a real pleasure to come back here. I was here 2 years ago at 
the invitation of Senator Douglas, when he was chairman of the com- 





*Testimony of Harold T. Swartz, Director, Tax Rulings Division, Internal Revenue 
Service, in hearings before Subcommittee on Welfare and Pensions Funds, etc., pursuant to 
S. Res. 40, ete., pt. 3, p. 838 ff. 

5 These provisions prohibit the creator of the organization a substantial contributor 
thereto, or a member of the family of either, or a corporation controlled by either— 

1. From receiving a loan of income or corpus of the organization without giving adequate 
security and reasonabie interest ; 

2. From receiving compensation from the organization except a reasonable allowance for 
personal services actually rendered ; 

3. From receiving services from the organization on a preferential basis; 

4. From selling a substantial amount of securities or property to the organization for 
more than adequate consideration ; 

5. From buying a substantial amount of securities or other property from the organiza- 
tion for less than adequate consideration ; and 

6. From participation with the organization in any other transaction which diverts a 
substantial amount of income or corpus to such person. 
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mittee. He invited me to join with several of the others in one of the 
opening sessions of the investigation by the subcommittee under his 
chairmanship. And my interest, of course, has continued during the 
intervening time. 

I have been associated with the chamber of commerce for the last 
11 years as a member of their social-security or economic security 
committee. 

When I was here in 1955, several of the men on the panel com- 
mented that the problem that the committee was starting to investi- 
gate seemed to center around the welfare plans that had been set up 
under section 302 of the Taft-Hartley Act, and suggested that per- 
haps amendments to that section of the act might be the way to cor- 
rect abuses. At that time, obviously, none of us, in Congress or out, 
had nearly as clear a picture of the problems as we have now after 
the investigations that have been carried on in the intervening 
months. 

It is important, obviously, for benefit plans that are set up for the 
welfare of the employees and their beneficiaries to perform their 
purpose. In other words, to see that the money reaches the individual 
at the time of the need which was foreseen at the time the plan was 
created. We all certainly deprecate anything that diverts any of 
those funds to improper uses. And, therefore, the committee sought 
to find out how that misappropriation of funds, whatever legal form 
it may take, can be prevented or minimized or discovered quickly. 
There is a tendency on the part of the public, obviously, to seize on 
newspaper headlines, and when there is a statement made about one 
person doing something that is wrong (it matters not whether it be a 
Government official or labor official or industrial executive) the whole 
class of persons under that category is associated in the public mind 
with improper action. And sometimes that association stretches very 
far beyond the area that is appropriate. 

There are a few basic principles that I would like to bring to the 
attention of the committee, because I believe that they will pave the 
way for sound legislation in the light of the situation that you have 
developed. 

First, I think it is important to bear in mind that in any widespread 
operation, governmental control can usually be exercised best by the 
unit which is closest to the people or group that is being controlled. 

That means that State and local supervision seems to be desirable 
to the extent that it can cope with these problems, 

Obviously, punishment of those who do wrong ought to be carried 
out under State legislation, because State legislation has provided 
for punishment of crimes of various types committed by those who 
have a trustee relationship, whatever they may be called. 

The second major point is that the abuses that have been revealed 
by the investigations of the committee over the last couple of years 
seem to center in two types of plans, one, the plan that is operated by 
an employer contributing a specified number of cents per hour, per 
ton, or other unit of production, not related to the benefit structure 
at all directly. He contributes to a fund and those who administer 
the fund make payment to the beneficiaries. Under that type of plan, 
the employer tends to have his interest terminate when he makes 
the required payment of so many cents per ton. Beyond that, it is 
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ostensibly the responsibility of the trustee or administrator to make 
the disbursement. It is unfortunate, but it is true, that that is the 
area in which abuses have been shown to exist to a considerable extent, 
And, parallel with that is the fact that abuses have shown up very 
largely in the so-called jointly administered plans under section 302 
of the Taft-Hartley Act. The act, as you know, prohibits employers 
from making payments to employee organizations, except under spec- 
ified conditions. And the conditions include that where there is a 
fund created, there must be a socalled joint trusteeship. Unfortu- 
nately, those joint trusteeships have not worked out well in many 
instances. In other cases, they have worked well. It is again a 
question of the good and the bad being mixed, depending upon the 
individuals who find themselves in power in each case. 

We seriously question the need of Federal reporting to correct 
these abuses. We think that disclosure, under State laws, will go 
very far toward meeting the problem so far as we now know it to exist, 

It is important, as I suggested earlier, that when things go wrong, 
they should be detected promptly. Steps should be taken to correct 
the errors, if they are mere errors in judgment, and to punish those 
who are guilty, if it is a matter that is one of guilt. And that. we 
believe, can best be done by those who are closest to the operation of the 
plan in the individual States. 

We think that if your judgment leads you to the conclusion that 
there should be Federal reporting. then it would be wise to tie it in 
with the Internal Revenue Department, to which many of these plans 
already report for other reasons—taxation, and so forth. So that I 
think that by doing that you would minimize the amount of duplica- 
vation of Government effort and, therefore, minimize the cost of 
operation. 

I am going to skip, if you will permit me to, several pages of this 
material that merely amplify the basic principles that I have outlined, 
and go to page 5, in which I would like to emphasize the statement 
which was contained in the final report submitted to the Committee 
on Labor and Welfare of the 84th Congress, which stated : 

It is our desire to make the disclosure act an effective instrument to safe- 
guard these vast programs but at the same time te make it the least burden- 
some possible. 

I think that is an excellent statement of fundamental principle. 

Senator Kennepy. What was that again? 

Mr. Currre. The principle that the disclosure act should be an 
effective instrument to safeguard these vast programs, but at the same 
time it should be made the least burdensome possible. 

And if I may amplify on that matter of burden, that to my mind, 
would relate to burden to the Government and burden to the em- 
ployer. And I shall comment a little later on each of those headings. 

Then we quote with some approval, considerable approval, another 
section from the same report, in which it speaks of the plans that were 
administered and financed solely by the members of the union. And, 
apparently, those plans were not given any very serious consideration 
by the subcommittee in its investigation up to date. 

‘To that extent, they were similar to the type of plans that I men- 
tioned a while ago, that were administered solely by the employer 
where he finances it and where he conducts the operation. 
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At this point, I would like to urge strongly that there should not 
be action taken at this time in relation to the plans that are unilateral, 
that is, where they are financed by the employer and administered 
by the employer. Dd 

I would like to point out that I am not claiming any virtue for 
employers being better than the rest of the population or anything of 
the sort. I am simply making the point that where the employer is 
spending his own money, the controls that he exercises over the wel- 
fare plan in terms of avoiding improper disbursements are similar 
to the controls that he has created by experience over many years In 
connection with his other affairs. He knows perfectly well that if 
he buys materials that are not up to specifications, he is wasting 
money. Therefore, he establishes controls to get the proper quality 
of materials. He knows that if he allows his payroll to operate 
carelessly, it will cost him money, and it will be simply money out 
of his pocket. 

So, under this type of plan, where the employer is furnishing the 
money and administering the plan, he has very direct incentive to do 
just as good a job with the welfare plan as he does with any other 
disbursement that he handles. 

That, of course, is very different from funds that are turned over 
to trustees or administrators, who have no responsibility and who 
have not had the experience of many years of operation. 

In some of the committee hearings, some of the witnesses have said, 
“well, what is sauce for the goose, is sauce for the gander, why don’t 
you put all plans in?” 

The chamber officially, and I personally, recommend that at least 
for the present, the unilateral plans (paid for and administered by, 
the employer) should not be placed under the proposed legislation. 

i think there are two very good reasons for that, and they are very 
fundamental. The first one is a question of logic, that is, there has 
been no need established for going through these procedures, what- 
ever may be developed, for these large areas of plans that are admin- 
istered by employers. 

Something like 90 percent of the employees who are under benefit 
plans are under plans of this type. And obviously, if all of those 
plans are put under the proposed legislation the problems of adrain- 
istration are just 10 times as large as they need be, that is, you are 
looking for a needle in a haystack, and maybe there isn’t a needle 
there. If you want to find a needle, you had better go to a sewing 
kit and hunt where the hunting is better. 

So that it seems to me that it is perfectly sensible to tackle first the 
area where it has been established that there have been widespread 
abuses. 

Now, it is perfectly true that in the so-called jointly administered 
plans that are operated under section 302 of the Taft-Hartley, there 
are very good plans. There are plans that have been well adminis- 
tered. But unfortunately, the proportion of bad plans is distressingly 
high, as your committee investigation has paired. 

Then there is a question of cost, as well as that of logic. Whatever 
form of report is developed for a plan, it is perfectly evident that 
once that report comes into a Government agency it is not going to 


earry a rubber stamp saying, “Here is a case of fraud, please investi- 
gate us.” Of course not. 
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Those that file the report will file the report just in required form, 

whether it is a good plan or a bad plan, whether the administration 
has been sound or whether it has been fraudulent. And it will require 
investigation by a Government agency to compare ratios, to study 
plans, to study costs of operation for the various functions that are 
performed by the different plans, because the thousands of plans have 
many different provisions, and as the provisions vary, the cost of 
operation is inevitably going to vary. 

And so there must be analysis of every plan if the Government is 
seeking to find the few plans in the mass that are not being well or 
properly run. 

Now, it is obvious that the smaller the number of reports with which 
the Government has to start, the less waste motion there will be, and 
also the better chance there will be that the poorer plans and the 
fraudulent plans will be discovered. It is the old matter of concen- 
trating attention and doing your hunting where you know there is 
something to hunt for, rather than having the Government employees 
go through a tremendous amount of motions, only to find in 95 or 98 
percent of the cases that there is nothing that is worth reporting or 
investigating further. 

I am not attempting to say what expenditure the Government would 
have to make in analyzing these reports. But figures have been given 
that there are something like 100,000, or maybe 500,000 of these plans 
in existence. We know that there are twenty to thirty thousand 
pension plans that have been approved by Treasury. We know that 
there are a great many other benefit plans that have not come under 
Government supervision. 

And so the number is very much of a guess. 

But if you take the low figure of only a 100,000 such plans, which 
is certainly a very low estimate, if the Government has to spend $100, 
which is only the time of one plan for a couple of days, reviewing the 
report, it amounts to a very substantial figure, and a governmental 
cost that, in these days of Government’s attempts to ininimize expendi- 
tures, should not be overlooked or lightly incurred. 

And obviously, the amount that the Government is spending on this 
new venture is an addition to the amount of funds that must be raised 
by the Congress in one form or another. 

So that it seems to me that it is logical for the Government to con- 
centrate its attention where the hunting is best and minimize its 
expenditures. 

I will come back to that a little later in speaking concerning the 
statement that Senator Douglas made when he was with us the latter 
part of May. 

It is highly desirable from the viewpoint of employers not to call 
for these detailed reports of all plans, because unfortunately, there 
are many individuals who will utilize figures without understanding 
their significance. And these plans, in many instances, have piled up 
reserves, properly accumulated during good times to prepare for times 
when expenditures may need to be higher because of layoffs, unem- 
ployment, epidemics, increasing number of aged persons, or something 
else. 

But the mere fact of there being large amounts in the reserve is often 
a temptation to those who do not understand the importance of having 
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reserves to call for liberalization of benefit programs and increased 
expenditures in times when they are not particularly needed. 

I do not need to remind the committee that any benefit program 
which is established finds it very easy to increase benefit levels and 
very difficult to reduce them, or cut them back at a later date. 

So that if there is a required disclosure of internal operations, there 
will be unfortunately a discouragement to the employers in setting 
up such plans and in putting their finances on the strong basis on 
which many of these plans now operate. 

Furthermore, there is a distinct disadvantage in publishing details 
of security holdings. And I say that for this reason. These plans 
are becoming an increasingly important source of investment capital. 
If each plan is required to publish the details of securities that are 
purchased and the securities that are sold, there is apt to be an unfortu- 
nate effect on the securities market. ‘Those who merely see that a 
plan has sold a million dollars worth of XYZ stock say, “Well, there 
must be something wrong with the XYZ company.” 

There may be nothing at all that has been related to the company 
whose securities have been sold, there might be internal reasons for 
selling the securities. Similarly, on the buying side, if it is necessary 
to report the securities that are purchased, the investment analysts 
who are very alert and skilled will see that one of the large invest- 
ment groups has been buying for its pension or benefit plans the se- 
curities of certain companies. And they may jump to a completely 
unsound conclusion, and I think the effect on the stockmarket gen- 
erally would be undesirable. 

The argument has been advanced that these funds are subject, or 
should be subject, to Federal scrutiny because they are tax exempt. 
Well, that sounds good, but it is not very logical, because these pay- 
ments to a benefit plan are just like many of the other types of pay- 
ments that employers make. Nearly every expenditure that an em- 
ployer makes is a tax deductible item, that is, it is an expense of 
doing business deductible from the net income before starting to 
calculate the income tax. 

And it would be just as logical to say that the Government allows 
an employer to deduct the cost of materials purchased, the cost of the 
freight payments for transportation of its goods, the cost of telephone 
and telegraph, the cost of traveling expenses, that every one of those 
things ought to be reported in detail to the Federal Government. 
That isn’t necessary at all. The fact of the payment is estab- 
lished by the internal revenue examiner when he comes around for 
his periodic examination of the tax returns and so this expenditure, 
just like all the others, is a cost of doing business that the employer 
1as assumed, voluntarily or otherwise, and it is sufficient to have the 
tax status of the deduction determined by the Internal Revenue just 
as it is at the present time. 

I believe that a witness that was before your subcommittee yester- 
day, spoke of a large number of States which had already enacted 
legislation or had legislation pending. There is no lack of general 
interest in the States on this subject. And it is obvious. that the 
States are one by one taking action to protect their own citizens 
against improper action of those who would seek to make these funds. 
an improper source of income to themselves. 
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I think it was on May 27 of this year that Senator Douglas sug- 
gested to this subcommittee that it might be wise to postpone any 
action for 6 months and to spend that time in investigating these 
plans that are operated by employers on their own behalf, that is, the 
so-called unilateral plans. I have great respect for the Senator's 
judgment in many areas. But I would vary a little bit from his 
recommendation there. It seems to me that in the 2 years or more 
that this subcommittee and its predecessors have been operating that 
you have found an area that needs action, an area in which serious 
abuses exist. It would seem to me it would be more logical to proceed 
now to take whatever action you consider wise in that area, and then 
proceed to make just as extensive investigations as you find wise in 
this other type of plan, the plan that covers 90 percent of employees, 
take a cross-section of that and investigate it either on a sample basis 
or on the basis of complaints, or whatever techniques your staff may 
develop. Then, if you find that there are conditions that call for 
Federal legislation in that type of plan, you are in a position to 
proceed, not only with the knowledge of your investigation of that 
plan, but also with the benefit of having operated whatever you now 
pass for the area of greatest need which will then have been in effect 
for some months, or perhaps a year or 2 before you come to the fur- 
ther legislation. 

I have suggested the types of information that seem to be called for 
within this frame of reference of legislative control calling for dis- 
closure of the operation of the various plans. And I would like to 
repeat that even if the reports contain everything that is called for on 
my statement on pages 14 and 15, it will still require careful analysis 
of the statements as filed in order to winnow out the areas that seem 
to justify further Federal investigation or further State action in 
connection with plans where there seems to be something going wrong. 

In the fourth section, you will notice this item refers to expenses 
paid from the fund, including the top 10 salaries. That will call 
excessive salary rates to the attention of anyone who is analyzing 
the report. It will not reveal the fact that somebody’s cousin or sister 
or wife, or what not, is on the payroll at a nominal amount and doing 
nothing in return for the salary. That sort of abuse will not be 
shown by any kind of report of this type. It requires a field investi- 
gation seeking to determine what does Mary Smith or John Brown do 
in order to justify the salary, even if it is only a nominal amount 
that is quoted. But, nevertheless, the report will show up these big 
items, men who have been getting salaries that are out of proportion 
to the services that they render to the fund. 

And the same thing in the subheading “(2) Payments for services, 
and fees paid.” If you go down to the level, as I suggest here, of the 
lowest of the top 10 salaries—that will be a variable, of course, that 
will depend upon the size of the fund as to how far you will go, be- 
cause the payments that are reasonable for a plan with 100,000 em- 
ployees covered, and very proper ones for such a plan, are grossly 
excessive for a plan that has 100 or 200 employees. So there is an 
automatic governor there that would tend to give information so far 
as gross abuses are concerned. It will not catch up all of the things 
that go wrong with the plan. 

And then T have detailed this insurance company matter. There 
are others whom I am sure have called attention to the fact that where 
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an insurance company is involved, many of their operations are under 
the State insurance department and are regularly inspected as part 
of the insurance department inspection of the operations of the 
company. 

The need in that area seems to be for those who are on the fringe or 
outside the company itself, the so-called agents who sometimes get 
substantial fees for performing a minimum of service. And that is 
the sort of thing that might be brought out. 

I have indicated in brief, and I would just like to anpae that 
to the extent that you find it necessary to get into the Federal report- 
ing program, it does seem to me wise for the Internal Revenue to be 
utilized. All of the pension plans which have claimed exemption 
as to their inecome—and I think they are somewhere between twenty 
and thirty thousand of them that have been approved—are now re- 
porting to Internal Revenue and that Department has the structure, 
of course, and they have income-tax returns from all of the companies 
that are involved. 

I summarize these comments under just a few headings, and I would 
like to read those. 

First, we believe that State legislation should be encouraged to 
remedy abuses. 

Second, we believe that we should be selective in our approach and 
not hurried into the “shotgun” treatment. 

Third, we believe that the abuses have been revealed only in the 
jointly administered funds covered by Taft-Hartley, section 302, 
which are generally financed on a fixed cost, cents per hour or cents 
per ton, or other unit of production basis, not in the plans that are 
established where the employer agrees to pay a benefit that is a speci- 
fied rate in case of various forms of disability or loss. 

Fourth, we question the need to have registration and disclosure to 
a Federal agency, but if Congress, in its judgment decides that such a 
requirement is necessary, we favor use of the Internal Revenue Service 
for this purpose. We believe designation of it would avoid duplica- 
tion and waste. 

Fifth, it should be clearly understood that any legislation designed 
to prevent abuse in the operation of administration of employee- 
benefit plans or funds will not cure the even more fundamental and 
urgent problem of mismanagement of union powers and internal 
funds—a subject under other active consideration, although not in- 
volved in this hearing by your committee. 

If there are any questions, I would be glad to try to deal with them. 

Senator Kennepy. Mr. Cliffe, I appreciate your statement very 
much because you have had long experience in this field. 

A witness yesterday made the point that as the States follow the 
example of New York and Washington and Connecticut and begin to 
pass State legislation in this field, it is going to require the administra- 
tor of these funds to make 48 reports. And he suggested, therefore, 
that it. would be easier if the Federal Government preempted this 
field and set down standards which they could meet, and they would 
be obliged to make only one report. You made a reference to the 
difficulty of the Federal Government requiring you to make reports 
in addition to the States. Would it be easier if the Government, at 
least in this area, assumed the responsibility ? 
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Mr. Cuirre. Senator, may I say that that proposal goes back to the 
arguments of 1935, when the Social Security Act was being debated 
in Congress, and the distinction was made by the Congress at that 
time on a very interesting basis. Old age, which is permanent and ir- 
reversible and only ends ene way, was handled by the Federal Govern- 
ment under the social-security provisions. Unemployment, which is 
a constantly changing thing—a man is aueaipleaes for a period of 
time and then goes back to work—was referred to the States, and the 
States were encouraged by the Federal legislation to enact unemploy- 
ment legislation. The States administer unemployment. And un- 
employment is very much the same sort of thing as sickness benetits, 
hospital benefits, and the things that we have been talking about in 
this area. 

In other words, the individual is coming and going, he is changing 
his status from day to day or from week to week, he may be a claim- 
ant many times in the course of his working lifetime, he may cease to 
be a claimant many times in the course of his working lifetime. For 
that sort of thing, where there is a constant change of the individual’s 
status, it seems wise to get it back to local administration. The bat- 
tle was fought diligently in 1935 and the years immediately preceding 
the actual passage of the act to put the unemployment legislation on 
a Federal basis. The issue has not died since then. There are re- 
peated activities endeavoring to bring unemployment legislation un- 
der exclusive Federal jurisdiction. But I think it is fair to say—and 
I have been closer to this field perhaps than any other field of legis- 
lation—that the State administration on the whole has been very 
sound, that the States have handled these problems, the State adminis- 
trators have been close to the employee and close to the employer. 
The fact that my company and many others operate in many States 
has not created any majcr difficulty, because our payroll in one State 
is reported to that State for unemployment purposes. 

And we contemplate exactly the same thing here. We are now 
subject to the New York -y mae for this type of supervision, and 
the same way for the other States that have enacted legislation. 

Senator Kennepy. You don’t feel that the burden—the witness the 
other day said that he was obliged now to make many different re- 
ports for many States, and he thought ultimately he would have to 
make 48 different reports for the States, and with a large fund that 
would be an excessively large administrative cost. 

Mr. Cuirre. I think he was maximizing the difficulty and not con- 
sidering the actual experience in reporting to the separate States 
under unemployment. You see, actually payrolls are generally kept 
on a more or less geographic basis. If we have a factory in New 
Jersey the payroll for that group obviously has to be related to New 
Jersey, whether the payroll is actually kept there or whether the cler- 
ical work is done somewhere else, the employees want their payroll 
checks in New Jersey, and the same with each other State. 

Senator Kennepy. In your statement you say: “Overlapping, con- 
flicting Federal legislation requiring needless duplication of efforts 
should be avoided.” On the one hand, you say it is not excessive 
with 48 reports going to 48 different States, and yet you indicate that 
one more Federal report would be overlapping and would be need- 
less duplication, and so on and so forth. 
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Mr. Currrr, I like to think that one bit of information, whatever 
that bit might be, is reported to one government agency, not to two 
government agencies. If we report a man’s payroll, if we report his 
unemployment benefits, if we report his disability, his eligibility for 
benefits under the welfare plan to one government agency, such as a 
State, it seems unfortunate that we should have to set up a parallel 
set of reports reporting obviously on different forms and under dif- 
ferent time schedules and different fine print regulations to another 
government agency. SEIN 

Senator Kennepy. The question really is, if you came back to what 
was said in the beginning, instead of having to make 48 different re- 
yorts involving fine print, and so on, it would be better to have one. 
Fon discussed that. 

I must say I kind of agree with you, but regardless of how far we 
should go in our coverage I don’t think the agency should be the 
Internal Revenue Service. I think their competence is an entirely 
different direction. And I think we should consider an independent 
agency rather than attempting to burden Internal Revenue with this 
task. 

Mr. Cuirre. Well, I can merely express an opinion. Obviously it 
is going to be difficult now or later to determine the wisdom of a deci- 
sion, because whichever way the Congress goes the employer will have 
certain problems and the Government will have certain problems. 

Senator Kennepy. Would you indicate your preference as between 
the SEC and the Labor Department, if you have any strong opinions 
onthat? And if we cover employer plans, the type you do not want to 
cover, do you have any strong feeling as to which agency it should be, 
if not Internal Revenue? 

Mr. Currre. I should certainly rank them in this order, I think that 
is the best way of answering your question. The first would be Inter- 
nal Revenue. The second would be SEC, because of their familiarity 
with financial affairs, and the operations of corporations generally in 
terms of money operations. And that is what this is at this stage. 
And third choice, and pretty far down the line, would be the Labor 
Department, because this part of the control or revelation is a finan- 
cial matter, it is not a matter primarily of, did John Smith get the 
proper benefits. That is not the sort of thing that is being struggled 
with by the committee at this stage. 

Senator Kennepy. As I understand it, you feel that one of the 
reasons it would be inadvisable to have this public disclosure is that 
the employees might, not having actuarial experience, regard the large 
reserves for pensions that were piling up as excessive and insist on 
poyennats which would destroy the security of the fund. On the other 

and, don’t you feel they are entitled to know the reserves, and where 
these reserves are invested, and so on, and so forth, in a pension plan 
in which they are the complete beneficiaries? In other words, as Jef- 
ferson said, if they do not have the discretion, please do not take it 
away from them, but inform them. 

Mr. Currre. General information, I think, is desirable. And I think 
you will find many companies for years have been publishing informa- 
tion concerning this on a broad basis. It is not unique; it has been 
done for a long time by many companies. In fact, there are a great 
many companies that make a point at the same time they issue an 
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annual report to stockholders to issue also a report toemployees. The 
two are parallel to a very large extent, and yet they emphasize dif- 
ferent points, because of the different interests, the investor, on the 
one hand, versus the salaried or hourly rated employee, on the other, 

So that a great many companies indicate in broad terms what is 
happening. ‘Generally it is in terms of the amount of benefits that 
have been paid during the period under review, broken down into 
various categories, life insurance, hospitals, sickness, pensions, and 
soon. And that information is of very distinct interest to the indi- 
vidual employee. é 

And the fact that he knows that John Smith that works alongside 
of him was laid off because of a broken leg and got some benefits, that 
is important. The fact that the plan is performing its function and 
paying benefits when the individual qualifies for them is important 
to every employee. 

But whether the employer has put $100,000 into securities of a 
particular company or not is of no more importance in this respect 
than whether the company has put its bank account with one bank 
or another bank in order to meet the payroll next week. 

The thing that the employee is interested in is, Do I get my paycheck 
regularly when it is due and in the right amount? And, similarly, 
Do I get my benefit check when I have fulfilled the conditions that 
entitle me to benefit ? 

We operate in nearly every State. We have bank accounts in per- 
haps 60 or 70 different cities. But there isn’t a single employee in 
the company except those that are directly concerned with the opera- 
tions of the bank accounts that can tell you where we have our money. 
It doesn’t make any difference to them so long as each week or each 
2 weeks or each month a paycheck comes in in the right amount at 
the right time. 

Senator Kennepy. Senator Purtell ? 

Senator Purrenu. First, I regret I was not here at the opening of 
your testimony, Mr. Cliffe. 

Mr. Currre. [ realize your other duties. 

Senator Purre.. Unfortunately, in this body we have conflicting 
committee obligations. Frequently we have three committees meeting 
at, the same time, and you may be serving on all, and you try to divide 
your time as best you can. 

I am, therefore, unacquainted with what you testified to prior to 
the eighth page. But I think I got, anyway, that what you would 
like to say—-am I correct in this belief—that you believe that stand- 
ards should be set up at the Federal level, but where the States conform 
to these standards the administration should be left to the States. 

Is that about your thinking, or isn’t it? 

Mr. Cure. I think you have put some words into my mouth that 
were not there originally. And I appreciate that. 

Senator Purretn. I did not intend to. I think you treated that 
subject earlier in your paper. 

Mr. Ouirre. It seems to me that the State operation in this field 
is much like the State operation in unemployment compensation. I 
will draw the parallel again in a different respect. 

Prior to 1935, as you know, there were States that had enacted 
legislation concerning unemployment benefits, several States had 
enacted it. 
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In 1935, in the debates in Congress, it was proposed that the 
Federal legislation should set up rigid standards of what benefits 
should be, and how many weeks they should be paid, and all that sort 
of thing. The Congress at that time decided that.it was wise to con- 
tinue the idea of State experimentation and State laboratories, which 
was the phrase used repeatedly, so that the country would have the 
benefit of the thinking in Harrisburg, in Albany, and in each of the 
State capitals. It might well be that from such diverse operations 
something better would flow than would occur if the decision had to 
be made only at one point by any one group of men. 

It is the old story of experimentation in a new field. And so it 
seems to me that I would not advocate Federal standards for the State 
laws. I say that it is desirable to have State legislation and for the 
Congress to keep an eye on it—Congress is going to be in sesSion year 
after year, you are going to see what has happened and what has 
developed in each of these States, you will see how well they are 
working out, and you will have a much better idea of what is needed, 
if anything, by way of Federal standards after the State laws have 
been in operation for 5 years or 10 years. 

Senator Purretn. Now, do I understand that you want us to wait 
until such time as some States—not 48, I will assume, but a certain 
number of States, have experimented in this field, and then determine 
what we shall do here at the Federal level; is that your thinking? 

Mr. Cuirre. No, sir. 

Senator Purrets. Would you explain what it is, then ? 

Mr. Curr. All right. As to the plans which are operated under 
Federal legislation—in other words section 302 of the Taft-Hartley 
Act—I would say that it was appropriate to have Federal legislation 
which presently would require the sort of thing that I have outlined 
here, with give and take obviously necessary in developing the details 
of it. 

I think that legislation might well be enacted immediately, with 
due process and all that sort of thing. You have had committee 
hearings, there has been a lot of thought given to it by both sides 
of Congress. This committee and its predecessors have certainly done 
an exhaustive job in that area, and it would seem perfectly appropriate 
for you presently and promptly to enact legislation calling for dis- 
closures of the type that we have been discussing. 

Then I think it would be quite appropriate, sir, for this committee 
to continue its investigations, testing the two other fields which have 
not been explored in detail so far. The reasons for not exploring them 
in detail in the past, I think, are perfectly valid. You knew there 
was trouble in one area, you looked into that area. 

Now, it seems to be the logical thing to proceed to the other two 
areas, in other words, the plans that are financed and operated ex- 
clusively by employees and their representatives, and the plans that 
are financed ‘a operated exclusively by employers. 

What will come out of those investigations, I am not attempting to 
forecast. I think you will find imperfections. I have seen imperfec- 
tions in our own operations—speaking of a single company. But as 
fast as those things are found, we take steps to correct them, and to 
correct the individuals who are responsible for improper actions. 

Does that cover your question, sir? 
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Senator Purreii. Yes; that answers my question. Thank you. 
I have no other questions. ’ 

Senator Kennepy. Senator Allott? 

Senator Atxorr. Just one question, I believe, Mr. Cliffe. 

Having sat through these hearings I, of course, personally favored 
for a long time the approach of regulations by the various States, 
Gradually in my own thinking I have abandoned that as an effective 
measure, and I think that Mr. Pipin, who is counsel for the benefit 
fund created for the boilermakers, or whatever the official name of the 
union is, made a rather strong case against this. 

What do you think about that? 

Mr. Currre. Well, as I indicated earlier, I think it was before you 
came in, Senator, it seems to me that that argument has a very 
familiar ring. It is exactly the same argument that was used in 1936 
in connection with unemployment legislation. 

It was the desire on the part of some people, who are undoubtedly 
expressing their judgment, that everything ought to be centralized in 
Washington. It is my feeling 

Senator Atxiorr. I was thinking that it is conceivable that a given 
fund would have to register in some 48 States and comply with the 
laws of 48 States. In other words, if a company which co its prin- 
cipal offices in New York is going to take collections from Colorado 
or Ohio or any other place, it might be put in the place where it 
would have to qualify under the laws of these States ? 

Senator Attorr. Waivers, operating from both ends, would do the 
job, I believe, without putting a terrific burden upon the people who 
operate these funds. 

Mr. Cuirre. I would like to comment to this extent. The plans 
that find themselves, or the employers that find themselves under the 
necessity of reporting in 48 States, with few exceptions are large em- 
ployers who are accustomed to multiple State operations. We have 
to qualify to do business in all the States in which we operate. We 
have to file certain other reports beyond the ones on unemployment 
that we have been discussing here. So it is not a novelty to have to 
report to more than one State on a geographical breakdown of em- 
ployees. It is the pattern which we followed for years under the 
Social Security Act, and the relevant State legislation. 

The second point that is for considerable importance is this ques- 
tion of getting administration of these changing patterns of need as 
an individual qualifies for benefits and ceases to qualify for benefits, 
getting that administration as close as possible to the location of the 
individual and the location of the employing unit. 

I need not point out to you the difficulties that are experienced in 
trying to concentrate too much in the way of operations at a single 
point. 

Now, there are certain things that obviously the Federal Govern- 
ment must do. I am not suggesting that we dissolve the Federal Gov- 
ernment, don’t get me wrong on that. But on these things of indi- 
vidual contact with the person in a changing status, here today and 
not eligible tomorrow sort of thing, I think it very wise to decen- 
tralize to the extent possible. It is doing in Government exactly what 
industry has done. Over the years companies tended to grow large 
with a central headquarters and all the rules laid down from that 
point. Then they found that this was not too efficient, and so the 
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tendency in the last 10 years has been for the larger corporations to 
decentralize their management, and to give more-and more authority 
to the local manager whatever he may be called, to make many of the 
day-to-day decisions. 

enator Attorr. Mr. Chairman, I have just receievd a message and 
I will have to leave to go downstairs. I will come back as soon as 
Ican. Lapologize for having to leave. 

Senator Kennepy. I am not sure that there is a balance between 
this question of unemployment compensation and the question you 
brought up before. On the one hand, on unemployment compensa- 
tion, you hava a tax which is collected payments which are made 
by a State group to people who are coming in and out, as you described 
it. All we are asking for in this case are reports, and for disclosure. 
I am not sure that there is an analogy between that sort of a demand 
and the question of administering unemployment compensation. In 
one thing you have the relation of a private company to its employees, 
and the question of its administration of a fund which can be done 
much better on the State level. 

Mr. Cuirre. As I pointed out, of course no analogy is perfect. But 
it does seem to me that there is a very close similarity in some of the 
basic questions that are involved, not in the details. And also I think 
it is perfectly clear that the present legislation, whatever its form, is 
only a beginning, with succeeding sessions of Congress and succeed- 
ing experiences, there will be modifications. As you well know, there 
are those who at the present time are advocating a great deal more 
than mere disclosure. Their point of view will cretainly continue 
to be expressed. 

Senator Kennepy. In other words, that there be certain prohibi- 
tions ? 

Mr. Cuirre. I would expect that the Congress not be satisfied with 
the pure filing of reports. That is a step. But if it is only going 
to be filing of reports, they might as well be filed in the nearest sewer 
instead of in the nearest letterbox. It is the fact thot there will be 
subsequent steps taken either under the present legislation or under 
what will be proposed as amendments in the future. And I think 
that I am looking forward to that condition rather than the immediate 
first step. 

Senator Kennepy. I think that that is a valid point, but it may 
not be if these reports are made and the system is satisfactory and, 
of course, the pressures are lessened for them. 

Mr. Cuirre. Of course, as an employer, I must say that it is much 

easier to get a report started than to get it stopped. That is true 
interns ally , and I am sure that it is also true in Government operations. 

Senator Kennepy. Well, I want to thank you, Mr. Cliffe, for your 
testimony on behalf of the chamber and because of your own experi- 
ence in this field. You have been very helpful. 

The next witness is John L. Gibbons, executive vice president of the 
Chemical Corn Exchange Bank of New York City and chairman of 
the committee on employees’ trusts of the trust division of the Ameri- 
can Bankers Association, who will speak this morning on behalf of 
the American Bankers Association. 
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STATEMENT OF JOHN L. GIBBONS, EXECUTIVE VICE PRESIDENT 
OF THE CHEMICAL CORN EXCHANGE BANK OF NEW YORK CITY, 
AND CHAIRMAN OF THE COMMITTEE ON EMPLOYEES’ TRUSTS 
OF THE TRUST DIVISION OF THE AMERICAN BANKERS ASSOCIA- 
TION; ACCOMPANIED BY ESMOND B. GARDNER, VICE PRESIDENT, 
CHASE MANHATTAN BANK OF NEW YORK CITY, N. Y. 


Mr. Gispons. My name is John L. Gibbons. I am executive vice 
president of the Chemical Corn Exchange Bank of New York City 
and chairman of the committee on employees’ trusts of the trust 
division of the American Bankers Association. With me today is 
Mr. Esmond Gardner, who is vice president of the Chase Manhattan 
Bank. We have a prepared statement which has been filed. We would 
like, however, with your permission to summarize it. 

Senator Kennepy. Yes; that is fine. 

(The prepared statement referred to follows :) 


STATEMENT OF JOHN L. GIBBONS ON BEHALF OF THE AMERICAN BANKERS Asso- 
CIATION ON VARIOUS BILLS RELATING TO EMPLOYEE WELFARE AND PENSION 
PLANS 





My name is John L. Gibbons, I am an executive vice president of the Chemical 
Corn Exchange Bank of New York City and chairman of the committee on 
employees’ trusts of the trust division of the American Bankers Association. I 
am presenting this statement on behalf of the association in connection with 
various bills relating to the registration, reporting and disclosure of employee 
welfare and pension benefit plans which are being considered by your committee. 
Our committee has followed with great interest the proceedings of your com- 
mittee this year and of the Douglas committee last year. We had conferences 
with the committee staff last year and some of our member banks supplied 
information to the staff in reply to a questionnaire. We are very pleased to have 
this opportunity to express our views in connection with the very worthwhile 
work being done by your committee which we are sure will make a real con- 
tribution toward the public understanding of a very complex, highly technical, 
and important subject. 

As you would doubtless expect, the portion of the problem in which our com- 
mittee of the American Bankers Association is primarily interested is that which 
deals with trusteed plans administered by the Nation’s banks. Our interest is, 
primarily, in pension and deferred profit-sharing plans. The growth of trusteed 
pension and deferred profit-sharing plans during recent years has been quite 
remarkable. They have created retirement programs for many millions of the 
country’s employees and they have fostered incentives to greater productivity. 
The banking industry is proud of the part which it has played in this development, 
and it particularly hopes that no legislation will be adopted that would hinder 
the further development and improvement of plans of this character. 

We do not, of course, suggest that the desirability of free and unimpeded 
development of private pension and profit-sharing plans is so important that 
legislation should be avoided at all costs. On the contrary, if your investigation 
had shown any diversion of funds or the existence of similar abuses in the 
administration of trusteed pension and profit-sharing plans it might well be in 
order to adopt appropriate remedial legislation. But such abuses have not 
been found to exist, and, based on our own experience with such plans, we firmly 
believe that they do not exist. It is our belief, therefore, that the proposed 
legislation would be more effective as well as more economical of administration 
if it were not made applicable to those pension, profit-sharing and welfare plans 
where adequate safeguards now exist and where abuses have not been found. 

As you know, the Nation’s banks are subject to extensive supervision by 
Federal and State authorities which, in itself, affords assurance that bank- 
trusteed funds will be handled legally and ethically. While we believe that 
this supervision in itself should be a basis for exemption from any registration 
and reporting requirements which your committee recommends, we are urging 
a broader approach, which is based on the reporting and regulation requirements 
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to which all pension, profit-sharing, and welfare funds which qualify for tax 
exemption under the income-tax laws are subject. We believe that the necessity 
of compliance with these internal revenue requirements now accomplishes the 
purposes your committee has in mind and we recommend that such tax-qualified 
plans should be excluded from any new legislative reporting requirement. 

It is essential to an understanding of this problem to have in mind the pro- 
visions of the Internal Revenue Code regarding tax-qualified plans, particularly 
section 401 (a). This section provides expressly that under a trust which forms 
part of a qualified plan, it must be impossible for any part of the fund to be 
diverted to purposes other than for the exclusive benefit of employees and their 
beneficiaries. An enormous body of regulations and rulings have been issued by 
the Internal Revenue Service to give effect to this fundamental requirement 
and it may not be generally appreciated what a therapeutic effect these regula- 
tions have. I would like, therefore, to outline for you in some detail the nature 
of these requirements and to explain their significance in relation to the problem 
which your committee is considering. 

When a plan meets the qualifications of section 401 (a) of the Internal Revenue 
Code, the employer is entitled to deduct his contributions under the pian from his 
taxable income; the income of the fund, that is the interest, dividends, and 
capital gains, is exempt from taxation; and the employees are not taxable until 
they are entitled to receive benefits. 

The required information for the qualification of pension and deferred profit- 
sharing plans under section 401 (a) includes (to the extent pertinent) copies 
of the plan and trust agreement, information concerning the 25 highest paid 
employees, the compensation and contribution in respect of all employees, a 
schedule of excluded, covered, and total employees, and a balance sheet and 
statement of receipts and disbursements of the trust. In addition, it is necessary 
to furnish the actuarial assumptions that have been employed, a summary of data 
and computations to determine the deduction claimed for the taxable year, and a 
summary of the contributions and of the deductions claimed. After reviewing 
the information submitted and frequently after requiring changes in the plan 
or the trust agreement, the Internal Revenue Service issues a formal letter of 
qualification. In the event of an amendment to the plan or the trust agreement, 
a similar procedure must be followed and a new letter of qualification obtained. 

The same information must also be furnished by the employer each year, and, 
in addition, the trustee must file an annual report in order that the trust may 
be eligible for tax exemption. This is done on form 990—P, a copy of which I 
understand is already in the record of the Douglas committee. That form calls 
for a detailed statement of receipts and disbursements and a balance sheet, 
showing a breakdown of assets in such a form as to pinpoint investments in em- 
ployers’ stock or securities. Yes or no answers are required to a series of ques- 
tions that would cover any dealing between the trust and the employer company. 
If there has been any such dealing, explanatory statements must be furnished, 
and if there has been any purchase of company securities, financial information 
about such securities must be given. The return must be signed by the trustee 
under the penalties of perjury. 

Furthermore, the administration of the plan and the fund is governed by a 
yariety of other regulations of the Internal Revenue Service. We call your 
attention to three of them, as follows: 

(a) Treasury Department release P. S. 49 as modified by revenue ruling 57- 
163 requires submission of data in connection with the purchase of any securi- 
ties of the employer company. In such a case, the Commissioner's regulations 
require that full disclosure be made to the Internal Revenue Service of the 
reasons for such investment, and this must be done even if the trustee does not 
Seek an advance determination letter. A procedure is established whereby the 
district directors of internal revenue will issue advance determination letters as 
to the effect on qualification of the plan when the trust invests in securities of 
the employer, and in the usual case such advance determinations are requested. 
In support of the request, financial statements of the employer must be furnished 
and favorable rulings usually depend upon a showing that the investment will 
provide a fair return commensurate with the prevailing rate, that sufficient 
liquidity will be maintained by the trust so as to permit distributions in accord- 
ance with the stated purposes of the plan and that the safeguards that a prudent 
investor would look to must exist. These requirements are supplemented by 
section 503 of the Internal Revenue Code which specifically sets forth as “pro- 
hibited transactions” such items as loans to the employer without adequate col- 
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lateral or at insufficient interest rates, or, in fact, almost every other conceivable 
arrangement whereby an employer could obtain a selfish advantage. The penalty 
for a violation is disqualification for tax purposes, a very heavy penalty as shown 
later. 

(b) In order to be qualified a pension plan must be established on a sound 
actuarial basis, and under Treasury Department Release P. 8. 57, a plan will lose 
its qualification if at any time the contributions are not sufficient to maintain a 
fund which is equal at least to the amount of the estimated current costs plus 
interest on the unfunded past service cost. 

(c) Treasury Department Release P. S. 56 and Revenue Procedure 56-12 re- 
quire that advance notice be given to the Treasury Department before any distri- 
butions can be made in connection with the termination of a plan. This shows the 
extent to which protection is actually provided for the beneficiaries of the fund 
even though the main purpose of the code is the collection of taxes. 

On the basis of our experience, we can assure you that the Internal Revenue 
Service administration of all these regulations is not merely a perfunctory mat- 
ter. From the point of view of the pension and profit-sharing plan trustee and, 
we feel sure from the point of view of the employers, compliance with these re- 
quirements is a matter of continuing attention and insures against improper 
practices by these trusteed funds. 

We are certain that you will appreciate how disastrous it would be for an em- 
ployer company if its pension or profit-sharing trust were to lose its qualification. 
It would mean that contributions which the company paid to the trust fund 
would not be deductible for income-tax purposes, and this might well apply ret- 
roactively to several years of contributions. Therefore, there is a very strong 
incentive for employers to see to it that their plans remain qualified, that is, to 
make certain that their plans are administered exclusively for the benefit of 
their employees. 

In addition to these tax considerations, the employer who is contributing to 
a qualified pension trust has, in most cases, a further incentive to make sure 
that the trust is being administered with maximum economy and investment 
intelligence. Most pension plans whose funds are trusteed provide for fixed 
pension benefits to be paid commencing with an employee’s retirement. The 
pension trust can be regarded as merely a method of funding the employer's 
liability for these payments. To this extent the trust is like a reserve which 
the employer sets aside to satisfy a commitment which he expects he will have 
to meet at a future date. The cost of providing the pensions is a cost of doing 
business which the careful businessman will scrutinize just as carefully as any 
other expense item. Therefore, even in the absence of the salutary provisions 
of the Internal Revenue Code, in plans of this kind there is every incentive on 
the part of the employer to see to it that the trust fund is administered in a 
sound, economic, businesslike and honest manner. 

Thus far we have dealt only with the qualification of pension and profit-shar- 
ing plans, as distinguished from welfare plans. It is our understanding that 
the abuses which have been exposed by the various congressional committees 
have been restricted to welfare plans and further to those welfare plans which 
do not have investment income for which tax exemption is desired and which 
have not been qualified under section 501 (c) (9). When welfare plans qualify 
under section 501 (c) (9), they also are required to file annual information 
returns (in this case on form 990) in order to maintain their tax-exempt status. 
These returns include information similar to that which is provided for in the 
case of pension and profit sharing trusts by form 990-P, their effect being to 
permit the Commissioner to determine that the true purpose of the fund is to 
provide for the payment of benefits to the members. Thus the Commissioner 
has much the same powers of surveillance over these funds as he has over quali- 
fied pension and profit-sharing funds. 

In view of the foregoing, you can readily understand why the pension and 
deferred profit-sharing plans which are qualified under section 401 (a) and 
the welfare plans which are qualified under section 501 (c) (9) are free from 
abuses. From the point of view of the employer, the fund, and the employees, 
the risks are too great to permit any transaction that would jeopardize the tax 
qualification. These facts are the foundation for our firm belief that such abuses 
do not exist. 

Our conviction in this regard is strengthened by the results of the thorough 
and painstaking investigation recently made by the superintendent of banks 
of New York. We have made available sufficient copies of this study for the mem- 
bers of your committee and its staff. This study covered every one of the trusteed 
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pension funds held by the banks of New York State, which together constitute 
nearly 60 percent in dollar volume of all the trusteed pension funds in the United 
States. It was not a random sampling, but was based on questionnaires from 
all the bank trusteed funds, covering answers to more than 250 specific items of 
information. These included very searching questions regarding transactions 
between the funds and their managers on the one hand and employer companies 
and officers on the other hand. If there had been abuses of the kind you have 
found in the case of nonqualified welfare plans, we are sure that the New York 
study would have brought them to light. 

One point which was brought out in the New York study is of interest in the 
light of statements heard from time to time about alleged improprieties in the 
purchase of employer securities for pension trusts. Information on this point 
was obtained from substantially all the 1,024 New York pension trusts. The 
study established that out of $4.9 billion invested by these funds, only $315 million 
was invested in stocks, obligations and other property of the employers, their 
affiliates or subsidiaries. The authors of the report considered that 95 percent 
of employer investments were of investment grade, 4% percent were not graded 
for lack of adequate information, and only the remaining one-half percent were 
of substandard quality. As to all investments, the aggregate of the nonrated 
and substandard constituted less than one-fourth out of 1 percent of the total 
ussets in the 1,024 funds. 

As I have indicated, the New York study applied only to bank trusteed funds. 
We want to make it clear, however, that our suggestion that qualified tax plans 
be excluded from further registration or regulation applies to all such plans 
whether funded with bank trustees, individual trustees, or insurance companies, 
This suggestion is made on the basis that there are already sufficient deterrents 
to prevent abuses and that further registration and regulation would be only 
a duplication of what already exists and would require unnecessary and exor- 
bitant expense on the part of employers, of the tax qualified funds, and of the 
Federal Government. There is no justification for such duplication of reports 
and administration. 

Notwithstanding the apparent absence of abuses in the administration of 
qualified pension plans and profit-sharing trusts, and notwithstanding the ex- 
istence of adequate controls under the income tax laws, it may still be asked 
whether some further disclosure should not be made concerning the administra- 
tion of these trusts. As you will appreciate, this question is primarily of concern 
to employers rather than to professional trustees, since it is a matter either 
of personnel policy or for collective bargaining. I might say, however, that 
it is my personal conviction that the furnishing to employees of detailed infor- 
mation about assets and liabilities of pension trusts would create more confusion 
than enlightenment. You must remember that there are many, many varieties 
of pension plans in force and that there is a great variation in the practices 
which particular employers follow as to the funding of their plans. There is 
nothing wrong or improper about this; it is characteristic of a free economy. 
However, in view of these great differences and of the possibility of confusion, 
I seriously doubt the advisability of a legislative requirement for disclosure of in- 
formation to employees. 

On the other hand, we do recognize that there is a legitimate public interest 
in the administration of these pension trust funds, and we believe that it would 
be desirable to have compilations of statistical information and other studies 
about pension and welfare plans prepared by a trained and experienced staff. 
All the pertinent information in connection with qualified plans is now being 
furnished to the Internal Revenue Service, and could be the subject of further 
study either by the Internal Revenue Service or by some other agency, if this were 
believed preferable. 

The suggestion which we have made that income tax qualified plans should 
be exempted from further registration or reporting could be readily incorpor- 
ated in any of the proposed bills which are now being considered. It is only 
necessary to add a provision to the effect that any pension, profit-sharing, er 
welfare-benefit plan which meets the qualification requirements of sections 
401 (a) or 501 (c) (9) of the Internal Revenue Code will not be covered under 
the particular bill. 

In closing, I would like to emphasize that we would consider it regrettable if 
unnecessary legislation were to be adopted which would impede or discourage 
the installation of new employee benefit plans or the continuation of existing 
benefit plans. In thousands of cases in this country employers have installed 
tormal, funded pension and profit-sharing plans, to the great benefit of millions 
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of our working people. There remain, however, thousands of other cases in 
which formal plans have not yet been adopted and any pension or profit-sharing 
benefits are being provided on a haphazard, pay-as-you-go basis. These employ- 
ers, if they wish to install formal plans, already face substantial difficulties in 
complying with the income tax laws. If the income tax qualified plans are also 
going to be required to comply with the kind of legislation which you are con- 
sidering, it may well spell the difference to many an employer between centinu- 
ing on his present hap-hazard, pay-as-you-go basis, and adopting a businesslike, 
formal funded program for the benefit of his employees. 

We thank you very much for the opportunity of appearing before you and 
presenting our views. In this connection, we would be glad to review with the 
committee any drafting problems that may arise, and, we assure you, to continue 
to give to the committee and its staff our full cooperation. 

Mr. Gippons. The association, of course, has been very interested in 
all the bills which have been presented for consideration. We have a 
great interest in this subject. Last year we had conferences with the 
staff, and we supplied a questionnaire to the staff. We are happy that 
you have given us the opportunity to testify. 

As you can imagine, our interest in this matter is primarily in 
trusted, pension, and profit-sharing plans, in which the bank acts as a 
trustee. The growth in this area has been very remarkable. It has 
provided retirement benefits for millions of employees, and created 
incentives to greater productivity. And we hope, as businessmen, that 
no legislation is passed which would hinder this continued devel- 
opment. 

But we don’t suggest that this factor alone should prevent legisla- 
tion. On the contrary, if the committee investigations had indicated 
that there are any diversion of funds or similar abuses, it might be 
well in order to adopt remedial legislation. 

But such abuses, we understand, have not been found to exist and, 
based on our experiences in these trusts that are administered by the 
Nation’s banks, we earnestly believe they do not exist. 

It is our belief that any proposed legislation would be more effec- 
tive and economical of administration 1f it were not made applicable 
to pension and profit-sharing and welfare plans, where adequate safe- 
guards now exist, and where abuses have not been found. 

The Nation’s banks are subject to extensive control by Federal and 
State Governments, which gives assurance that these trust funds will 
be handled carefully. This supervision in itself might be a basis for 
exemption from any reporting legislation. Nevertheless, we urge a 
broader approach, based on the reporting and regulation require- 
ments to which all pension, profit-sharing, and welfare funds which 
qualify for tax exemption are subject. We firmly believe the necessity 
of compliance with these internal-revenue requirements accomplishes 
what the committee has in mind. And we recommend that such tax- 
qualified plans be excluded from any new legislative reporting re- 
quirements. ; 

I would like to talk a moment about the importance of this, the 
importance of the tax provisions, first, particularly with reference to 
401 (a), which covers the pension and profit-sharing plans. 

Under a trust, it must be impossible for any part to be diverted to 
any purpose other than for the exclusive benefit of employees. That 
is fundamental; it is inthe law. There is a very large body of regula- 
tions and rulings, which have been issued by the Internal Revenue 
Service, to give effect to this fundamental requirement. We do not 
think that the impact of those requirements and the therapeutic value 
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of them on the Nation’s economy, on the trustees involved, and on the 
employers have been really appreciated. And I would like to outline a 
few of them. 

To qualify a plan, you must file with the Treasury Department 
copies of the plan and the trust agreement. You must file a schedule 
of the 25 highest paid people; you must file the compensation and con- 
tribution of all employees; you must show those employees included 
in the plan, those excluded, and the total. You must file a balance 
sheet of the fund, receipts and disbursements, actuarial assumption, 
and computations to support the tax deduction. 

Now, this is for the original qualification. After that is submitted, 
and after any changes which are often required by the Internal 
Revenue Service, a formal letter of qualification is issued. There- 
after, a report must be filed annually by the employer. In those an- 
nual reports he must repeat substantially all of the information re- 
quired in the first instance. Then the trustee files annually form 
990-P, which, I understand, is already in the records of the committee. 
That includes a detailed statement, the receipts and disbursements 
of the trust fund, the balance sheet, and answers to a series of ques- 
tions which will reveal any investments in the employer’s own securi- 
ties or any dealings between the employer and the trustees. Explana- 
tory statements must be furnished if there are any such dealings. And 
the return must be signed by the trustee under penalty of perjury. 

Then, another important one is Treasury Department release PS 
(49), which covers submission in connection with the purchase of 
employer securities. This requires a complete disclosure. It includes 
among other things, the reasons for the investment. And if an ad- 
vance ruling is asked for by the trustee, or the employer—and usually 
that is the case—it must show that the investment has a fair return, 
has a properly equated ratio to the total trust, and normal safeguards 
which any prudent investor would look for. 

Section 503 of the Internal Revenue Code deals with prohibited 
transactions, and specifies loans to employer without adequate col- 
lateral, and practically any transaction whereby an employer could 
gain selfish advantage. And the penalty for violation is disqualifica- 
tion for tax purposes. 

Under Treasury release PS (57), tax qualification will be forfeited 
if contributions are not sufficient to cover estimated current costs and 
at least interest on unfunded past service cost. In other words, there 
is a minimum which the Treasury Department insists upon, a mini- 
mum funding in order to maintain the fund on an actuarially sound 


basis. 


Treasury Department release PS (56) requires advance notice to 
Treasury before any distributions can be made on termination of a 
plan. In other words, a company cannot just, on its own, terminate 
a plan; it must go back to the Treasury Department and explain why 
it is terminating it, and supply substantial information and ask for 
their approval. 

This is our experience. And we can assure you that the Internal 
Revenue Service administration is not perfunctory. We are not at- 
tempting to quarrel with the testimony of the Internal Revenue Serv- 
ice, but we speak as persons who do file information. We do not think 
internal-revenue administration in this field is perfunctory, and we 
do not think the employer feels it is perfunctory. We do feel, for 
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ourselves, and we think the employer also feels, that compliance with 
these rules and regulations must receive continuous and very serious 
attention, and, as a rule this attention gives assurance against im- 
proper practices in respect to these funds. 

he digester to the company and to the fund and to the employee 
is very great if the tax benefit is lost. And it could be retroactive for 
‘a number of years. This is a very strong incentive to keep the plan 
qualified and exclusively for the benefit of employees. 

There is also an incentive to see that a level-of-benefit plan is admin- 
istered with economy and investment intelligence and at the least cost 
to the employer. A pension plan is like a reserve to meet liabilities, 
in this case the obligation to provide benefits at retirement. And, 
like any other cost of doing business, a careful employer will watch to 
see that he gets his money’s worth and that the plan is handled in a 
sound, economic, and honest manner. 

The same reasons apply to welfare plans which qualify under section 
501 (c) (93 of the code. Recently, the supplemental unemployment 
benefit plans are coming into that category; in other words, they are 
qualifying for tax exemption where money is invested and income is 
received. We understand that the abuses that were found were in 
welfare plans, but not welfare plans that had asked for income-tax 
qualification and had filed this substantial information. Form 990 of 
the Revenue Service requires the information which is needed here. 
And, again, we think this information would highlight any abuses 
that you are thinking about, and it would, furthermore, tend to 
prevent them, because of the dangers involved. ‘The Commissioner 
has the same power with respect to these plans, these welfare plans 
under 501 (c) (9) as he has under the pension and profitsharing plans 
under 401 (a). 

Our conviction about these plans which we administer, as to there 
being no abuses and that existing controls will prevent abuses, is 
strengthened by a thorough and painstaking investigation recently 
made by the superintendent of banks of New York. Copies were 
made available to Mr. Cotter for your subcommittee and the staff. 

This study covered all the pension plans at that time administered 
in the State of New York. There were 1,024 of them. However, these 
1,024 plans covered 60 percent of the dollar volume of all of the plans 
in this country. There were slightly more than 250 very searching 
questions. The total assets involved in that study were $4,900 million. 
The Department found that there were $315 million invested in stocks 
and other securities of the employer, of which 95 percent were good 
grade, 414 percent were not graded for lack of information, and 
only the remaining one-half of 1 percent were classed as substandard 
in quality. The report is a very voluminous thing, but it is rather 
enlightening, and we are all please with the results of the study. 

Now, the recommendation that we are making, that the qualified 
plans be excluded from any legislation which your committee is 
considering, we don’t wish to apply just to bank plans, but rather to 
any individual trustee plans, any insurance companies, or any other 
plans which qualify. We think there are sufficient deterrents to 
prevent any abuses. We think that because of that, there is no need 
for a duplication in the filing of reports. with another agency, that 
we have an experienced agency at the present time in the Internal 
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Revenue Service, and we believe duplication will be an unnecessary 
expense to the employer and to the Government. 

Now, we are making our strong bid here that you exclude these 
tax qualified plans because of the existing safeguards against abuses. 
The question may still be asked, why should there be full disclosure as 
to such plans? ‘To answer that, first, we believe that that is a matter 
more for employers to discuss rather than for the trustee to discuss. 
The relationship between the employer and the employee is a matter 
more properly handled by theemployer. But nevertheless it is my own 
personal feeling, and I am sure Mr. Gardner’s that supplying complete 
information to employees would be confusing rather than enlght- 
ening. ‘There is such a variety of funding methods, and so many 
actuarial methods, that we think the results would not be good. And 
we doubt the advisability of this being a legislative requirement. We 
do feel, however, that public disclosure of the information which our 
committee is seeking, would be worth while. And, as a matter of fact, 
the Internal Revenue Service in 1946 issued a report on the develop- 
ment of pension plans and profit-sharing plans up to that time. We 
would like to see another such report brought up to date. We think 
that the Internal Revenue Service is a department of Government 
which has the most knowledge about this subject, and would be the 
proper one to do that. However, if your committee feels that some 
other agency should do this, then we would suggest that the information 
presently available in the Revenue Service be made available for this 
purpose to the agency which your committee selects. 

Our suggestion to eliminate the qualified plans under both sections 
of the code can be incorporated in any of the bills, all that needs to 
be done is add a provision that profit sharing, pension or welfare 
plans, qualified under section 401 (a) or 501 (c) (9) will be exempt 
under the particular bill. 

In closing, I feel that it will be regrettable if any unnecessary leg- 
islation were to impede the installation or continuance of employee 
benefit plans. There are thousands of them that have been installed, 
but there are many thousands yet that have not been formalized. 
There are many companies that still pay some retirement benefits on 
what they think Jim is entitled to at the time, and not on a formal 
basis. And we feel that if any legislation were to impede the develop- 
ment of formal funded plans, it would not be the best thing for the 
economy. 

I thank you very much for the opportunity of making this state- 
ment. And we would be very happy to cooperate with the committee 
and the staff in the drafting of any legislation which you think de- 
sirable. 

Senator Kennepy. Thank you very much, Mr. Gibbons. 

Does qualifying a pension fund under section 401 assure its actuarial 
soundness ? 

Mr. Gipsons. I believe that is right. Isn’t that right, Mr. Gard- 
ner ¢ 

Mr. Garpner. Senator, within the limits prescribed in the statute, 
that is true. Now, the actuarial assumptions that are made—take. for 
example, the interest rate—there is no limit on it—but on the other 
plans, I think if it was beyond the pale, there would be some difficulty 

involved. 
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Senator Kennepy. Of course, the emphasis by the Internal Revenue 
is that there should not be excessive deductions for expenses and so 
on, they are not interested in the—they come in at a different angle 
than: 

Mr. Garpner. I think they are also interested in a continuing plan, 
which would have to be on an actuarially sound basis. 

Senator Kennepy. I think Mr. Howard T. Schwartz, Director of the 
Tax Program Division of the Internal Revenue Department, said 
that they are interested in the tax aspects of pension funds—their 
emphasis is somewhat different. 

Mr. Griezons. I touched on that in my remarks. We know that the 
Revenue Department is designed to collect taxes. But the point that 
we know from experience is that the employee and the trustee, in 
filing all of this extensive information, is not just thinking about taxes; 
under the revenue laws they are required to think about whether the 
plan is the right plan and for the exclusive benefit of the employees. 
And the information which the employer or trustee signs for under 
oath is broader than just the tax information, it is the proof that the 
plan is for the exclusive benefit of the employee, the fundamental 
principle which we are talking about. 

Senator Kennepy. Now, do trust companies have a responsibility 
for the soundness of a plan? They could refuse to handle a plan that 
was not accompanied oo an actuarial statement, but is the responsi- 
bility yours and not—it isn’t required by law ? 

Mr. Gissons. Normally, the responsibility for financial adequacy, 
actuarial adequacy of the plan, would not be with the trustee. 

Isn’t that right? 

Mr. Garpner. That is right. The primary duty of the trustee, 
Senator, is in regard to the investment of the fund. 

Senator Kennepy. In other words, you have a discretion as to the 
investment—or are you limited by the trust document frequently ? 

Mr. Garpner. It would depend upon the terms of the trust docu- 
ment. 

Senator Kennepy. You are the agent in those cases, of course, 
aren’t you? The decision is really made by the originator? 

Mr. Grepons. I would like to qualify that. I don’t think we are 
the agent, we are the trustee, and in the majority of the cases, the 
investment power is a completely discretionary power in the trustee. 

Senator Kennepy. Now, supposing the trust document provides 
that 50 percent of the assets should be invested in the originator of 
the trust, for example; you would carry that out, would you not? 

Mr. Gipzons. Yes. 

Mr. Garpner. Subject, however, to the approval of the Internal 
Revenue under regulation PS—49. 

Senator Kennepy. Yes. But once again, they are interested in the 
tax—they are interested in making sure that there is not an attempt 
to escape taxes; isn’t that correct? They are not so much interested 
in perhaps the ability of a company or in the soundness of a plan 
from the employees’ point of view ? 

Mr. Garpner. I believe that particular ruling is based upon whether 
or not the plan continues to be for the benefit of the employees, com- 
pletely for the benefit of the employees. 
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Senator Kennepy. That is right, but from the point of view of 
income, not from the point of view of whether it is actuarially sound 
or not. Am I correct on that? Was this ruling intended to pro- 
hibit an employer from benefitting by setting up a trust so that he 
could either directly or indirectly receive some of the income from 
that trust, not to determine whether it may be actuarially sound from 
the point ‘of view of the employee? Is there any distinction, do you 
think, between those two points ? 

Mr. Garpner. The two go pretty well together. 

Mr. Grezons. I don’t think you could separate them. 

Mr. Garpner. And between PS—49 and the prohibited transaction 
section of the Tax Statute, I believe the benefits are as completely 
protected and the best answer is what has happened in these plans, 
there has been no evidence disclosed of any actuarial unsoundness or 
abuses, so far as we know. 

Senator Kennepy. Do trust companies actually administer pension 
trusts or are they merely custodians? 

Mr. Gipzons. They are not custodians, Senator, they are trustees. 
There is a committee normally in most plants which passes upon 
questions of whether or not John Doe has reached retirement age, and 
how much money he should get, and so forth. If that is what you 
mean by administration, that is a committee. But all matters with 
respect to the funds themselves are primarily the responsibility of the 
trustee. 

Senator Kennepy. Well, we appreciate your appearing here this 
morning, Mr. Gibbons. I know that the subcommittee will want to go 
into this question of the adequacy of the internal revenue demands 
on you, at least from our point of view. And I am glad that both you 
and the chamber went into that subject. 

Mr. Gissons. Thank you, sir. 

(A supplemental brief of American Bankers Association appears 
in the appendix, p. 627, together with comments thereon by the Inter- 

nal Revenue Service. ) 

Senator Kennepy. We don’t have any preconceived ideas on these 
matters, except as may have come out of the previous subcommittee 
in the investigations. We are looking at this with open minds. 

The subcommittee next meets on Friday, June 21. The witnesses 
will be John L. Lewis, president of the United Mine Workers, and 
Robert Tyson, chairman of the finance committee of the United States 
Steel Corp. 


Thank you. 


(Whereupon, at 11:25 a. m., the subcommittee adjourned, to recon- 
vene at 10 a. m., Friday, June 21, 1957.) 


93947—57— 
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FRIDAY, JUNE 21, 1957 


Unirtep Srates SENATE, 
SuBCOMMITTEE ON WELFARE AND 
Pension Pians LEGISLATION 
OF THE CoMMITTEE ON LaBor AND Pusiic WELFARE, 
Washington, D. C. 

The subcommittee met, pursuant to recess, at 10:05 a. m. in room 
P-63, The Capitol, Senator John F, Kennedy, chairman of the sub- 
committee, presiding. 

Present: Senators Kennedy (presiding), Murray, Purtell and 
Allott. 

Committee staff members present: Stewart E. McClure, chief clerk; 
Roy E. James, assistant chief clerk; John S. Forsythe, general counsel , 
Michael J. Bernstein, professional staff member; Paul J. Cotter, 
special counsel to Subcommittee on Welfare and Pension Plans 
Legislation. 

Senator Kennepy. The subcommittee will come to order. 

Our first witness this morning is Mr. John L. Lewis, president of 
the United Mine Workers of America. 

Mr. Lewis. Mr. Chairman and gentlemen of the committee—— 

Senator Kennepy. Mr. Lewis, we are happy to have you here. 

Will you proceed in whatever way is satisfactory to you? 


STATEMENT OF JOHN L. LEWIS, PRESIDENT, UNITED MINE 
WORKERS OF AMERICA 


Mr. Lewis. I appreciate the opportunity to appear before the sub- 
committee through the invitation of the chairman. 

I do not have a prepared statement. I am glad to make an oral 
statement and try and be responsive to any interrogatories addressed 
to me by the subcommittee if that is satisfactory to you gentlemen. 

Senator Kennepy. Yes, that will be fine. 

Mr. Lewis. I appear before you today as a representative of the 
trustees of the United Mine Workers welfare and retirement fund 
and also.in behalf of the United Mine Workers of America. 

We find ourselves: opposed to the plan for the Congress to enact 
regulatory or punitive legislation affecting welfare funds: as. estab- 
lished in American industry, more or less in reprisal because dishonest 
men have committed dishonorable deeds as affecting certain of the 
welfare funds. 

In the first place there is ample legislation on the statute books of 
the Federal Government and the various states to reach out and appre- 
hend and place on trial any individual guilty of pilfermg from these 
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funds or engaging in practices that long years ago have been deemed 
and held illegal. 

Legislation of that type and character, adopted more or less in the 
heat of passion by public indignation over incidental exposures, rarely 
turns out to be the type and character of legislation that is best for the 
national interest. 

Since the Douglas investigation, the Douglas subcommittee investi- 
gation of last year by the United States Senate, the Department of 
Justice has found, perhaps more or less with astonishment, that it had 
ample laws to proceed against offenders of the moral and legal codes 
as affecting el funds. 

Since that time there have been perhaps, approximately, 125 prose- 
cutions by the Federal Government, with perhaps a 60 percent or more 
ratio of convictions in those prosecutions. 

The States have equal jurisdiction as affecting some of these mis- 
demeanors and developments, and if the States are reluctant to move 
or local authorities are not enthusiastic about prosecution, for political 
or any other reason, that does not necessitate that the Federal Govern- 
ment enact more stringent regulation, imposing the additional obliga- 
tions of such legislation upon the beneficiaries of welfare funds or 
imposing upon the taxpayer the additional burden of maintaining 
expanded departments and bureaus of Government to administer the 
statute thus enacted. 

I doubt that the citizenship of the United States is either more 
virtuous or nonvirtuous than at any time in the history of the 
Republic. 

Those who read the minor incidents of American history are fa- 
miliar with the fact that scandalous acts upon the part of individual 
citizens and men holding office of high estate, occurred just as fre- 
quently in the early days of this Republic as they do now. 

One hundred years ago, 125 years ago, 150 years ago, even following 
the Revolutionary War we had the great land scandals, where even 
Washington’s name was mentioned in connection with it. We had 
the United States Bank and some of the descendants of the promoters 
of those banks are enjoying the fruits taken from that bank even 
unto this day. 

The scandal over welfare funds is not the only sensational incident 
that has occurred in every social, political, and economic subdivision 
of our electorate. Virtue does not exist in any one segment of 
American society. Al] men are prone to weaknesses at times, some 
more than others. 

We try to function under our concept and form of government as 
best we can, with due regard to the frailties of man and the full 
knowledge that all men are not perfect. 

Under our concept of government, it is the duty of the citizens and 
their obligation to elect their leaders—a Nation, as Lincoln said, 
dedicated to liberty and holding that all men are free and equal. 
The task of making a Nation so dedicated and so founded, endure is 
a continuous task just as important today and perhaps in some de- 
grees more pressing than it was when President Lincoln uttered those 
famous words at Gettysburg. 

Similarly under our Constitution we have voluntary associations of 
citizens, which are the bulwark of American liberty, the free forums 
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of the Nation, designed to assist all citizens in the promotion and the 
success of every phase of our national and domestic life. 

Inherently, it 1s just as important that the labor unions acknowl- 
edge their obligations to elect their representatives and to reject the 
theory, that it becomes the province of the state, because the members 
of the voluntary asociations are incapable of any form a self-govern- 
ment, a theory that strikes at the very heart of the principles of this 
Republic. 


I am deeply concerned about the encroachment of the state into 
the field of the voluntary associations of citizens. 

I do not believe that the Republic, through its central powers, can 
regulate those voluntary associations, either in whole or in part, with- 
out of necessity expanding its powers as a central government to the 
point where it will become a police state in truth and in fact. 

One of our proudest boasts abroad, and much money is spent in er: 
moting this truth, is that our labor unions are free, and that our vo 
tary associations of citizens are free, in contradistinction to conditions 
existing in other states which we identify from time to time. 

The proud boast of Amercan leaders of labor abroad in the councils 
of labor in alliance with other nations has been that labor in America 
is free, in contrast with those countries where labor is not free, and 
the refusal of American labor to associate in a confederation of labor 
with the labor unions of Russia has been based upon that fact, that 
the unions in Russia are creatures of the state, that their policies in 
part are defined and their acts in part regulated by the central powers 
of the Soviet Republic. 

Now may I ask, Are we to do that here ? 

America? “No,” said someone, “we merely propose to take the first 
step so that we can protect the beneficiaries of welfare funds from 
the rapacity and the thievery of certain individuals who have been 
demonstrated publicly by investigation to be guilty of wrongdoing.” 

Well, that is the first step. That is the first step. That starts the 
regulation, and there is always a second step and a third step as the 
Government encroaches continuously in the fields that it has pre- 
empted. 

Woodrow Wilson said that the history of liberty was the history of 
limitations upon the powers of Gover nment, and in order to preserve 
liberty, it naturally follows that the expansion and extension and the 
encroachment of the powers and influence of Government have to be 
constantly limited to prevent the further limitations of the liberties 
of the individuals. 


So it is with respect to labor unions and the voluntary associations 
of man. 

They are the defenders of our liberties. The labor unions in this 
country are the first line of the Nation’s defense in emergency. With 
their free forums, with their proven loyalty to the princ iples of the 
Republic and the defense of the Nation’s free institutions, they need 
some liberty of action and they need to remain free as voluntary 
associations. 

To undertake to enact the legislation encompassed in these several 
bills pending before the committee would, I think, put an undue 
burden upon the welfare funds, would increase the cost of administra- 
tion, would deprive potential beneficiaries of full participation in the 
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fund, and would increase the cost of Government by the necessity of 
creating new bureaus for administration. 

Administrative interpretations of any statute enacted by the Con- 
gress would of necessity be made, and as those definitions from time 
to time became approved by the inferior or the superior court, we 
gradually build up a new base of regulatory laws with the administra- 
tive branch of Government continually issuing new, definitive defi- 
nitions and rulings based thereon and further and further encroach- 
ment of the State upon the voluntary forms of organization. 

Right now, under present circumstances, I might just for a moment 
tell you some of the things necessary to be done by an operating wel- 
fare fund in relation to its operating methods and the filing of reports 
with agencies of Government. 

I have this memorandum from our financial department of the wel- 
fare fund dated June 20 in connection with the matter disclosed here: 
it is noted that many items have been and are now being reported 
to various Government agencies under existing law which, when put 
together, adds up to considerable disclosure and a great deal of ex- 
pense to the fund. 


First, with respect to overall operations of the fund, each year we file a 
Federal income tax return on form 104-Y. This form among other things 
ealls for the amount of dividends and bond interest received and contains the 
complete breakdown of administrative expenses of the fund. 

In the past in connection with applications for rulings on the tax status of 
the fund and the various benefits paid, we file all kinds of documents and memo- 
randa which outline in detail the nature of the fund, the type of benefits paid, 
general conditions of eligibility and so forth. 


These documents and memorandums give a detailed account of the operation 
of the fund. 


With respect to payments from the fund each year we file with the Federal 
Government a form 1099 on each person who in the previous calendar year re- 
ceived $600 or more in pension payments. 

In addition we file a form 1099 on certain vendors to whom we have paid 
fees in excess of $600. These are mainly doctors and hospitals who have ren- 
dered services under our hospital and medical care benefits. 

For the calendar year 1956 we filed 65,658 forms or individual pieces of paper— 


each requiring a great deal of research, examination of records and 
compilation of statistical totals. 


With respect to salaries paid by the fund, each year we file with the Federal 
Government a form W-3 on each employee. This form shows the name and 
address of each employee, the total paid the employee during the calendar year 
and the amount of Federal income tax and social security tax withheld from 
the employee's pay. 


In addition to the above we file 17 quarterly reports on salary payments, to 
various State and municipal jurisdictions plus 17 annual reports on substantially 
the same information. 

That is the present disclosure practice of the United Mine Workers 
welfare fund, the fullest information. 

There is no fact withheld or not covered in those reports. 

Any fact relating to welfare funds can be taken from those digested 

orts by any branch of the Government. There could not be a wrong- 
ful financial transaction concealed from those reports. The expense 
of it is enormous. We have not undertaken to audit the expense, the 
annual expense now, but it runs to the employ ment of extensive per- 
sonnel and it runs toa total expense of printing, research, and clerical 
work that is astounding in relation to the magnitude of our fund. 
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We employed last year about 6,800 doctors at a total expense of 
about $17 million, all of which has to be covered item by item in 
these reports. 

Any moneys we pay to anybody in the form of salaries, fees, bo- 
nuses, or specialized services in excess of $600, have to be completely 
broken down and reported. 

I might, just in passing, give you the effect of the recent law enacted 
in New Y ork, effective September 1, 1956, as affecting a branch of our 
organization which has a number of local unions in the State of New 
York and has 79 welfare funds negotiated with the employers 
through collective bargaining and in operation currently with the con- 
tracts, : and 6 additional pension funds. 

I read it: 


The administr: 


that is the New York State Employee Welfare Fund Regulation Act, 
effective September 1, 1956— 


is under two State agencies—employee welfare funds are under the superin- 
tendent of insurance, and employee pension funds are under the banking de- 
partment. The law applies to such funds jointly founded and administered, 
excluding unilateral company funds. 

As of September 1, 1956, we had 79 district 50-type welfare funds and 6 such 
pension funds in effect in the State of New York. 

In compliance with the law, the following information was filed, prior to 
November 30, 1956, with the appropriate State agency : 

(a) Registration statement. 

(b) Plan, as amended to date. 

(c) Trust indenture or other instrument, as amended, appointing bank to act 
as trustee or agent. 

(d) Provisions from wage agreement relating to plan. 

(e) Latest financial statement. 

The following information was filed prior to March 31, 1957, with the appro- 
priate State agency, with information through December 31, 1956: 

(a) Annual report—6 pages. 

(b) Annual statement—20 pages. 

(c) Supplement to annual statement (pension funds only) 

On or before June 1, 1957, a reproduction of the annual report, which was 
filed with the proper agency, was required to be mailed to each member covered 
by each welfare or pension fund. 

Since no administrative expense of any kind, except the fee of the corporate 
trustee in the case of the pension funds, is authorized or chargeable to such 
welfare or pension funds, the research department of the district was assigned 
to prepare the appropriate number of all documents in each step of compliance, 
arrange for the execution and filing of such documents with the appropriate 
State agency, and provide copies for the companies, our regional offices, and this 
office. 

The expense involved in the preparation of the reports, reproduction of docu- 
ments, travel, postage, and time was absorbed by district 50. We did not ask 
the companies involved to share any part of this expense and none was paid 
from any such employee welfare fund. 

While we did not attempt to audit the above expense, we estimate it to be in 
excess of $16,000. 

The superintendent of insurance or of banks is required at least once in every 
5-year period to examine the affairs of each such employee welfare fund, and the 
expense of such examination must be paid by the trustees or the committee from 
each fund. The law requires also that the annual report, annual statement and 
related information must be filed with the respective superintendents each year. 


I point out that the burden of spending so much money for the 
preparation of these increasing paper reports in New York gives us 
grave concern as to whether we can maintain some of those local wel- 
fare funds because of the expense and the fact that the amount of cost 
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will reduce the amount of aid that can be given the beneficiaries, and 
ee break down confidence in the arrangement. I think that is 
argely true in the general aspects of the situation. 

In the minds of the people I represent, there is no necessity for 
Federal legislation of welfare funds at any time. There is a necessity 
for increased production of those who have been guilty of wrongdoing 
in connection with them. But we have laws for that. We have appro- 
priations to govern that. 

The Senators will understand that welfare funds to render assistance 
to the ill and the infirm and the disabled in industry haven’t existed 
very long in our country. They are a new thing; they have come 
with great rapidity after the original break through was made, and it 
is only natural that under the spur of the various insurance companies 
a the activities of their agents in seeking to get the business of 
these funds that they have dealt with characters who have insinuated 
themselves into positions of influence and control in certain localities, 
with results that we know as affecting a certain number of them, and 
a relatively small percentage of the total number at that. 

But those are the growing pains, and those are the experiences. 
They do not occur because of the inherent lack of dishonesty of 
individuals who have to work for a living in this country. 

After all, there are sixty or seventy million of such with their de- 
pendents who form a great segment of the population of this country, 
and it is probably true that as a group they are just as honest as any 
other group. It isn’t only representatives of labor dealing with wel- 
fare funds who find themselves in conflict with the law or who are 
eventually sent to the penitentiary. 

Every once in a while we send someone to the penitentiary, every 
once in a while we send a State auditor like in the State of Illinois, 
who stole $214 million under the eyes of the whole Republican Party 
in the State, although full disclosure was constantly available. 

And dishonesty does not exist only in the Republican Party. In 
Cook County, Ill., a Democratic organization—they are $414 million 
short, although they have got full disclosure, and elected people to 
enforce the law and provide the bonds and make the disclosures and 
read the reports. 

Well, Cook County has its scandal, the State of Illinois has its 
scandal. 

Heaven knows, I am not going to call the roll on all the national 
scandals or the dishonesty that is rife in part in the various segments 
of our population and our business and social life. 

Every once in a while a minister is prosecuted because he has 
escaped with the money of his flock or something else. 

I might just say in passing that while there are far less bankers 
in the country than there are coal miners, numerically speaking, yet 
in most States there are far more bankers in the penitentiary than 
there are coal miners. 

But bankers laugh off things like that, and they say that the coal 
miners—I suppose they would say if they were pressed—that the 
coal miners had less opportunity to steal money and were not sub- 
jected to maximum temptation. 

Not that that would atone for a lack of virtue or illegal action. 
But gentlemen, I am afraid for the future of the Republic if these 
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constant encroachments upon the individual lives of ‘citizens and 
their voluntary forms of organization continue under our flag. 

The labor unions must be left free; I am completely impatient 
with the attitude of the present leaders of American labor who are 
in effect at the present. time saying to the Federal Congress, “Please, 
gentlemen of the Congress, hurry up and enact. a statute that will 
compel leaders to be ‘honest. an stop us from thieving from our 
membership.” 

That is their position right today, a position that is almost infa- 
mous with respect to the obligations they owe to their membership 
who pay them the money for which they are supposed to render 
service. 

Yes; invade the field of private enterprise. We want you to also 
regulate the employers’ funds, so say those leaders in effect. But if 
you don’t like to regulate the employers’ funds, regulate us anyhow 
but do it quickly. We must be stopped. And it must be made impos- 
sible for us to rob our own organizations and our own members. 

Well, that is a concept of leadership that I don’t understand, and 
that is the concept of Saeaien in labor unions in America that I 
don’t think will endure because I do not think that the thoughtful 
members in the ranks of organized labor will long permit such a 
policy to endure. 

And I hope the Congress will not be beguiled by such hypocritical 
pleadings, and yield to the cry to set up more controlling measures, 
and extend the power of the State and undertake to regulate welfare 
funds and then undertake to regulate labor unions, and then under- 
take to regulate voluntary associations at the whim of any group who 
wants more and more regulation, and the power of the state con- 
stantly extended until it becomes in truth a police state with all the 
things that follow that condition. 

We have been taught to believe here in this country that we had 
evolved a system and a plan of government that was the best of all 
plans that mankind had been able to devise. 

All forms of government heretofore throughout all history have in 
due time run their course. Their lives have been as the lives of 
men. They were founded, they waxed, they reached fruition and 
they waned, and more often than not their decline and their final 
destruction were not due to the force of external pressure or from 
foes from outside but from disintegration within. 

And we speak calmly here today of our Government adopting 
measures from which our forefathers fled when they populated this 
country. Some people say that we adopted devices of autocracy to 
preserve democracy. But that is not in accordance with the principles 
for which we Americans declared that we rejected devices of auto- 
cracies and totalitarian states, and it is our task to make democracy 
live under our concept of government. 

The Congress and the people of the United States will not be car- 
ried away by the plaintive eleedinas of these timid leaders of Ameri- 
can labor who say “we are helpless and we ask the state to come in 
and expand its power to keep our people honest and to keep us from 
stealing.” 

In the first place, there is no need for legislation. This is a trial 
period as far as these welfare funds are concerned. It has been 
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demonstrated that a welfare fund can be operated honestly, at least 
I read that in a report of some Senate committee one time. I think 
it was Senator Douglas’. Well, why not oo erate them all honestly, not 
by the state undertaking to operate them but by the power of precept 
and demonstration, and the workers are not long going to continue to 
have their funds placed in jeopardy after it is demonstrated that they 
can be operated successfully and with reasonable honesty. 

I think the Congress ought to give free enterprise in welfare funds 
a chance to continue. We extoll free enterprise anywhere else. I am 
for free enterprise in welfare funds. And I recognize that the ques- 
tion of selecting wise leaders and able counselors and honorable men 
is just as much a question for a welfare fund as it for the Congress 
of the United States or the lawmaking bodies of our several States, 

It isa constant task for the electorate to attempt. 

You cannot achieve virtue merely by the enactment of statute, be- 
cause enactment of a statute does not change the character of men. 

We believe a representative form of government and its functions 
endure, and we have proven and demonstrated that to the world, 
since 1776. We built up this vast country and attained a standard of 
living and accomplishment hitherto unknown in the world. 

We have followed the precepts of democracy, and nothwithstand- 
ing all the ills or disappointments and failures of individual enter- 
prise, or effort or disappointments with various individuals, our Re- 
public has gone on to build what we have here today. 

Collective bargaining—free enterprise—we have won two great 
wars with the cooperation of labor, and it is questionable w hether we 
could have won those wars without the maximum degree of coopera- 
tion of the men and women enrolled in the labor unions of this coun- 
try who gave leadership and accomplishment to the efforts of the 
Republic. 

Well, aren’t we satisfied ? 

Are we going to change that now ? 

Those are free labor unions and free welfare funds. There are 
probably 16 or 18 mililon men enrolled in the ranks of organized 
labor. They probably represent, with their families, 45 or 50 million 
people, represented by these labor unions. 

They give leadership to our economy, oe give stability to our 
industrial and economic enterprise after the fa inbioas fashion. 

May I say this: That these American labor unions with their mem- 
bership, as they now exist, have been, are now, and will continue 
to be the Nation’s defense against the fallacies of creeping communism. 

Many people are concerned about the encroachments of the Com- 
munist philosophy, but they are not encroaching upon our labor 
unions. 

They do not affect the policies of American labor, and in the main, 
the individual members who espouse the principles of communism 

cannot raise their heads among their fellows in the ranks of American 
I bor. 

Communism will never be accepted in this country as long as 
the intelligent leaders of the country reject it as they do, and as jong 
as they have the support of the organized workers in industry func- 
tioning through their free forums in a representative form of 
government. 
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But break down that, change the status of those organizations, 
make them more reliant on the State, make them more ‘fearful of the 
police powers of the state and you change the entire atmosphere, 
you change the point of view, you create resentment and bitterness, 
rather than are appreciation and a desire to cooperate. 

The least legislation, as has been well said by many eminent men, 
some of them members of the United States Congress, is the best. 

The least amount of government, they have proclaimed, is the best. 
And with regard to these welfare funds the least amount of legis- 
lation is the best for Congress, for the people, and for the welfare 
funds. 

Mr. Chairman, I yield for any questions that the subcommittee 
or yourself would like to ask. 

Senator Kmnnepy. Thank you, Mr. Lewis. 

Senator Murray ? 

Senator Murray. I have no questions to ask. I merely wish to 
express my appreciation for the opportunity to come here this morn- 
ing and listen to the very effective statement made by our distinguished 
witness. 

Mr. Lewis. Thank you, Senator. 

Senator Krennepy. Mr. Lewis, in talking about welfare plans and 
their disclosure, were you including pension plans too? 

Mr. Lewis. Yes. 

Senator Kennepy. During the subcommittee’s investigation, they 
took a look at the United States Steel pension plan, and the agree- 
ment between United States Steel and United Steel Workers of 
America states 





the company is free to determine the manner and means of making provision 
for funding and paying the pension benefits set forth in this agreement. 

Those clauses give the corporation great latitude in administering 
and financing the pension program. There is no corporate obligation 
to create a pension fund, nor 1s there any obligation to fund pension 
liabilities where they have already occurred of a future service. 

Now you hold that United States Steel or similar companies should 
make full disclosure as to the funding of the plan / 

Mr. Lewis. I certainly do. I think they should accommodate 
themselves, and I think they should be included in any legislation 
that Congress may decide to enact, although I hope they will not 
enact any. 

They certainly cannot be omitted because I think it would be favor- 
itism and would breed bitterness, and that if it is right for the labor 
funds to be regulated, it is certainly right for the corporate funds 
to be regulated. 

Now as to the pension plans, I assume that you are referring to the 
plan in effect between the workers in the economic units. 

Senator Kennepy. Yes, or just a limited benefits plan where the 
corporation agrees to pay a certain amount of money noncontributory 
at age 60 or 65. 

Mr. Lewis. I think that those plans in the steel and auto industries 
are not as fully protective of labor’s rights as is the arrangement in 
the mining industry. 

It is due to the fact perhaps that those organizations of labor have 
not yet been strong enough to negotiate the points of difference and 
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the particular features to which you allude, but that is a matter of 
negotiation, and they have strong collective-bargaining organizations 
in both those industries.with strongly organized employers, and I 
have not any doubt that they can work out those questions. 

Chiefly, there is just as much obligation upon an employer-man- 
aged fund to make a report or publish the facts about their invest- 
ments or the administration of the fund as there is for the type of 
plan now under investigation here. 

Of course the corporations claim that they have got greater finan- 
cial responsibility because they have greater assets than the labor 
organizations, which of course is true to that degree. 

But that does not make them perfect in administration or give 
to them any virtues that are not possessed by other men. 

Senator Kennepy. We have been listening to employers talk dur- 
ing the last 2 or 3 weeks who testified that they feel that they should 
not be compelled to disclose what you have stated should be disclosed. 
It may be possible for the United Steel Workers or for the United 
Auto Ww orkers to compel the employer to make that sort of report, 
but it is not possible in the weaker unions in all cases, so that I am 
wondering whether if these companies refuse to make a report which 
is completely adequate, whether or not the Federal Government does 
not have some obligation to insist that they do. 

Mr. Lewis. Senator, I think that progress, protection, mutual sat- 
isfaction, and prosperity are represented by what the future can 
bring in the improvement of relations of segments of society and 
labor and capital in this country. 

I think the era when capital and management used up a big part 
of their income in trying to prevent the existence of the labor organ- 
ization, which would in the end try to establish collective bargaining, 
has largely gone in this country. I think the right of existence of 
the labor union has been conceded, and I think from here on appre- 
ciable progress will constantly be made in perfecting the relationship 
between the great segments of labor and our great producing organ- 
izations in industry, so I don’t think there is any necessity for the 
State to come in now, unless the State decides to regulate these wel- 
fare funds now under consideration, in which event I say you have 
no place to stop. 

If you start regulating voluntary associations of American c : izens, 
I don’t know where you are going to stop regulating them. I don’t 
see how you can regulate the welfare funds and not regulate the 
employers’ welfare funds. 

1 don’t see how you can regulate labor and industrial funds and not 
regulate the farm bureau federations in their cooperative and busi- 
ness enterprises, and countless, countless others. 

I don’t know how long you can stay out of these foundations and 
endowments, and the State is going to have quite a task. 

And if the Congress elects to regulate some voluntary associations 
and not others, what can be used as an excuse for that dereliction ? 

Why penalize some and let others similarly situated go free ? 

It would be discrimination. It would be criticized. It would be 
resisted, and attempts would be made to hold those accountable for 
oppressing some and permitting others to escape. 
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I think it is far, far better to let the free-enterprise system prevail 
in labor, in welfare funds, and in collective bargaining than it is for 
the central state to try to regulate all the acts of men here in America. 

And when we do, the form and concept of our government changes 
and tomorrow is another day fraught with hazard and peril for the 
American flag and its free institutions. 

History shows that in its every page, history shows that. 

I note, Senator Kennedy, that in your address to the Senate on 
May 20 that you said substantially, in part, that after this com- 
mittee finished their hearings on this subject now before it affecting 
welfare funds, the committee would hear testimony upon suggestions 
to make effective sound policies for labor unions. 

I can get the exact language quoted here if you wish. 


Quoting Senator Kennedy’s statement of May 20 in the Congres- 
sional Record: 


When the committee finishes its work on welfare and pension matters, it 
expects to conduct hearings on legislation to provide improved standards for 


union practices. 

I don’t know of course what your thought was or what your 
interpretation would be of the statement, but I don’t know that the 
United Mine Workers of America needs any advice from the good 
Senator, much as I cherish his judgment and highly regard him per- 
sonally. 

I don’t know that the United Mine Workers of America wants any 
advice from the Congress or any of its representatives on “improved 
standards for union practices.” 

Where are we drifting? I yield to the Senator on that. I merely 
bring it up as an item of consideration. 

Senator Kennepy. Mr. Lewis, one of the practices which I was 
thinking about was this practice of placing locals in trusteeship and 
leaving them in there for 5, 10, or 15 years without any control by 
the members of the unions, and I should think that in view of your 
strong feeling for freedom and self-regulation by the unions, that 
you would be against that sort of practice. 

Mr. Lewis. ‘The question of trusteeship is a very minor one, isn’t 
it, affecting a very minor number of unions? 

Senator Kennepy. Well, it is 12 percent of the teamster locals 
are in trusteeship. 

Mr. Lewis. What has Congress got to do with the form and the 
structure of the individual units of a modern labor organization, and 
how can Congress undertake to regulate the various steps ? 

There is a responsibility put on labor unions now by various Federal 
statutes, including the Taft-Hartley slave act, and to me it is a slave 
act and always will be, and I am a second-class citizen under the 
law now because I represent a labor union under the Taft-Hartley 
Act, that makes the central organization of labor financially re- 
sponsible for the acts of individual local unions and individual mem- 
bers. When a local union under the leadership of wise or unwise 
men follows policies contrary to the accepted and declared policies of 
the union and creates a financial liability for the national union and 
all of the members thereof wherever situated, how is the national 
union going to discharge that liability and its obligations other than 
putting a set of officers temporarily in the local union that will con- 
duct it on sound principles and under the law? 
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The United Mine Workers has scores of millions of dollars in dam- 
age suits pending now brought by employers in the coal industry in 
practically all of the States, alleging that they were damaged 3 years 
ago or 4 years ago or 1 year ago by several individuals in the ‘local 
unions conspiring to create a strike that damaged them and robbed 
them af part of their potential profits. 

Therefore, they ask that the central office at Washington, the cen- 
tral treasury, be compelled to reward them for that loss and assess 
a damages as a punitive proposition against the union. 

ow how is the union going to compel adherence to its own cen- 
tral laws and authority in the face of this responsibility without tem- 
porarily setting up a trusteeship in it ? 

The in al union can go on strike and refuse to go back, with a con- 
tinuing loss and lawsuits piling up. 

What are you going to do? 

The State can’t regulate. Some freedom of action must be given 
to the organization to impose discipline on erring members. 

Every wrongful doing on the part of individual members is now 
leveled at the feet of the officers of the national organization as a 
practical purpose. Newspaper editorials, investigations by Congress, 
and what not ; so labor must have some semblance of discipline and the 
right to so discipline and to regulate the action of its members. 

Senator Kennepy. Mr. Lewis, I don’t want to get into a discussion 
with you of that problem now except I did notice in the teamster 
charter no adequate provision for safeguarding the rights of the local 
that were put under trusteeship and no adequi ite procedure for get- 
ting out of trusteeship. 

Now if we give, which I believe in, unions the right to have a union 
shop with all the power that does give a union—as I say I am in favor 
of it—then I think it is of some concern to us that the rights of the 
members within those unions be adequately protected. 

I think the ete responsibility should be an union members 
hical code of the AFL-CIO says to do the 
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The question of whether or not we should go into that is the sub- 
ject of another hearing 

Mr. Lewts. Could the Senator advise me whether or not the numer- 
ical number of such local unions is very great ? 

Are they numerous ? 

Senator Kennepy. In the teamsters there are 108 locals under 
trusteeship out of a total of about 840. 

I would say of those about 33 have been under for 5 years and 
some for more than 10. 

Mr. Lewis. Without knowing anything about it, particularly the 
teamsters, I would say that the constitution is bound to have pro- 
cedures whereby those local unions could appeal to the board, and if 
necessary to the convention, to ask for a redress if they thought they 
were being held under a trusteeship too long. 

In addition to that, if they could not get that redress in the organ- 
ization, they have the right under law —the same local union—if they 
desire to emerge from the trusteeship. Sothey have recourse. 

Senator Kennepy. Of course, conventions are held once every 5 
years, and officers come before us of the locals in trusteeship who were 
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not able to tell us how the local had gotten into trusteeship or what 
steps should be taken to take it out of trusteeship. 

However, that is a question which will come up after this one. 

I have just one more question. 

Mr. Lewis. I doubt that the Federal Government could do any 
better job, Senator, in relation to those things. That is just an aca- 
demic observation overall on it. 

Senator Kennepy. The only other question is these funds involve 
about $30 billion, more mounting up in welfare and pension plans by 
about $7 million a year. 

The standards in each of the States are different in many cases, 
don’t you think it would be advisable that the Federal Government, 
this being the largest source now of investment capital in the country, 
don’t you feel that it is advisable for us to have on hand information 
as to the details of these plans rather than for the Federal Government 
to let the States preempt it completely with all the different standards 
that might apply ? 

Mr. Lewis. That is all available to Government departments right 
how, 


Senator Kennepy. Not all the information that would be called for 
under the Douglas 

Mr. Lewis. I don’t know whether one department in the Govern- 
ment will give another department information or not, but it is all 
there. 

I just read you the list of the things that are on file currently as 
far as our fund is concerned. 

Senator Kennepy. If the information is on file, there would not be 
anything wrong with asking that a copy of it be given to another 
agency of the Government which would have more direct control over 
the information. 

Mr. Lewis. That is far less than what is contemplated in this legis- 
lation. That may be what is in your mind at the moment, but it won’t 
satisfy the people who want labor regulated. There area lot of people 
who would be very glad to see these restrictions placed on labor. 

The insurance companies would be, because the insurance companies 
don’t like these voluntary welfare plans. 

They would operate them, they claim, more efficiently and also more 
expensively. 

It might interest you to know that the various insurance companies 
through the years have petitioned the welfare fund for an opportunity 
to operate its departments and take over its duties and functions and 
full responsibility. One of the leading insurance companies of this 
country submitted bids for the operation of the pension fund alone, 
a subdivision of the fund, but their bid was $8 million a year more 
than the cash under which we were operating it under and have been 
operating ever since. . 

We did not take it, naturally. I suppose we could have made our- 
selves very respectable if we wanted to by making that deal with the 
insurance company, but it would have cost the beneficiaries $8 million 
a year more than our cost. 

Now on the medical end of it the same company offered to administer 
that, take away all trouble. We could just sit in the office and not have 
anything to do, and they would operate the medical department. 
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But the price they asked for that service amounted to $12 million 
a year more than we were able to operate under. So again we thought 
we were wise in saving that $12 million for the beneficiaries. 

I don’t know, we might have been more respectable to hire the insur- 
ance company, but there is a little item of $20 million involving 2 sub- 
divisions of the fund, which is not all of it by any means. 

Now at that time the insurance companies were paying out in bene- 
fits only 52 percent of the premium dollars it took in. 

That is all that ever got back to the people. 

Some 48 cents out of every dollar paid to the insurance company 
either went into reserves or administrative expenses. 

As far as the United Mine Workers welfare fund is concerned, I 
might just say in passing that its administrative expenses are only 
about 3 percent, and we think it is being operated efficiently. 

Senator Kennepy. I must say that Mr. Charles A. Owen, who is 
the cooperators’ fund trustee, stated in a letter to this committee: 

There is absolutely no question in my mind as to the integrity of the fund’s 
administrator, the ability, honesty, and devotion of the principal administrative 
officers and employees of the organization. * * * 

Further on he indicated that the administrative costs of the anthra- 
cite mining fund were only about 1 percent. 

The report states : 

This fund has been operated very economically. Administrative expenses over 
the past 5 years amounted to less than 1 percent. 

So that obviously, if all of these funds met this standard, we would 
not be here. 

Senator Allott. 

Senator Atiorr. I wonder, Mr. Lewis, what you would think of the 
suggestions of Mr. Meany that have been stated in this committee 
several times as the most cogent argument that they could resurrect 
against legislation in this field to the effect that if someone doesn’t want 
to report, it is only because they have got something to hide. 

Mr. Lewis. I am afraid, Senator, I didn’t get the predicate of your 
sentence there. 

Senator Attorr. As I read this statement of Mr. Meany and others 
who have appeared here, they have repeatedly used the argument in 
the absence of facts that the only reason anyone doesn’t want to report 
is because they have got something to hide. Do you have something 
to say about that argument ? 

Mr. Lewis. The only reason that one doesn’t want to do what? Be- 
cause they have got something to hide? Of course, as affecting this 
witness and the people he represents that isn’t true, because we don’t 
think we have anything to hide, and I cannot criticize or condemn in 
advance or prejudge the motives or motivations of other administra- 
tors of other funds who might be similarly situated. I think that is 
just a matter of fact. 

Senator Atuorr. This has been the argument, Mr. Lewis, of many 
people who have appeared here in favor of what I would call over- 
all extensive legislation. This has been the gist of their argument, 
that no one would appear here and argue against it unless they had 
something to hide, and I think you have answered my question very 
well, that as far as you are concerned you don’t think you have any- 
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thing to hide in your fund. You appeared before the Douglas sub- 
committee, of which I had the honor to be a member, and I believe at 
that time we went into the details and affairs of your particular fund 
considerably, and I think you have answered the question which I 
have propounded. 

Mr. Lewis. I decry, Senator, the wastage of money for unnecessary 
bookkeeping, research, accounting, and so forth, that in turn limits 
the amount the beneficiary can receive from the fund. 

Senator Auxorr. I didn’t understand what you said, sir. 

Mr. Lewis. I said, I decry the wastage or usage of welfare money 
for unnecessary expenses in accounting, circularization, printing, re- 
porting, research, and what-not with its great burden, after the man- 
ner which I have previously listed to you. I think every dollar you 
spend for printing is a dollar—nobody buys medicine with that. 

Senator Attorr. Isn’t the ultimate purpose of any legislation or 
any law or any administration to buy the most in benefits that the 
worker can possibly get for a certain amount of dollars ? 

Mr. Lewis. I think so. I quite agree with you, Senator. In addi- 
tion to that, it has been suggested by some agencies that if these regu- 
latory statutes were enacted by the Congress, that it would be nec- 
essary to start another great Government bureau and finance it. I 
think the Securities and Exchange Commission filed some kind of a 
report on that with perhaps your committee. But we think that re- 
porting and disclosure contains no virtue just as of itself, unless it is 
the means to an end, and accomplishes some purpose, that it is an 
unwise expenditure of money. 

Senator Atuorr. Thank you very much, sir. 

Senator Kennepy. Just one more question, Mr. Lewis. You op- 
erate in a number of different States now, I mean, at least your union 
has members in a number of different States. 

Mr. Lewis. Yes. 

Senator Kennepy. As this field is a new one, this whole welfare 
and pension plan which has come up since World War II, and as it 
involves as I state billions of dollars each year, over $30 billion of 
reserves have been accumulated, I think we can expect if the Federal 
Government does not provide for adequate disclosure that the States 
are going to do it. 

Then it would be necessary for you to file different reports in 10, 12, 
or 14 States and unions which have members in every State in the 
country, and there are some, will have to file in 48 States. 

It seems to me if the question is expense, it would be far more 
satisfactory for us to set up a uniform reporting and disclosure 
standard which would make this duplication perhaps unnecessary. 

Mr. Lewis. It is entirely possible that some of the States will go to 
extreme lengths in their regulatory legislation. It is hardly con- 
ceivable, Senator, that if the Federal Government refrains from this 
enactment that all the States will. 

I think that most of the States would perhaps be influenced to a 
very great degree by the attitude of Congress on the proposition, so 
we may have some States enacting legislation, but they would be 
primarily regulating the funds and imposing these liabilities upon 
them for other reasons than the fact that they want to protect the 
beneficiaries of the fund. : 
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In some of these States where labor is weak there are hardly any 
such funds existing, and they have not been able to establish any. 

The employers are strong. They will probably legislate those enact- 
ments but for the reason of keeping labor weak in the country rather 
than assisting and protecting the beneficiaries of any funds that may 
exist. 

I think we can meet that all right. I do not believe that that will 
go to proportions that will be too burdensome. 

Anyhow someday the question of whether the States are going to 
be permitted to snap continuously at the heels of legitimate organiza- 
tions under Federal statutes is something that may have to be decided 

ain. 
iy owe Kennepy. We want to thank you, Mr. Lewis, for giving 
us the benefit of your experience. 

I say the Mine Workers have had an admirable setup so that we 
were anxious to hear from you. 

Mr. Lewis. Thank you, Senator. My compliments to you and I 
appreciate the gravity and responsibility of the study you are giving 
to this, and I look forward with complete confidence that in the end 
the Congress will legislate wisely, whatever it does. 

Senator Kennepy. The next witness is Mr. Tyson, representing 
United States Steel Corp. 


STATEMENT OF ROBERT C. TYSON, CHAIRMAN OF THE FINANCE 
COMMITTEE, UNITED STATES STEEL CORP.; ACCOMPANIED BY 
JOHN S. TENNANT, GENERAL COUNSEL, UNITED STATES STEEL, 
AND MARC FISHER, ASSISTANT COMPTROLLER, UNITED STATES 
STEEL 


Mr. Tyson. I have with me Mr. John Tennant and Mr. Mare 
Fisher, one of my assistants, whom I would like to have sit here with 
me, if I may. 

Senator Kennepy. You do have a statement, don’t you. Do you 
want to read it? 

Mr. Tyson. I would like to read it if I may, Senator, for the rea- 
son that I believe it will be more concise that way, and also because 
I think it may aid in answering many of the questions that otherwise 
would be asked. With your permission I will do that. 

Mr. Chairman and gentlemen of the committee, I feel quite at 
home appearing here today since I recall that on November 29, 
1955, Mr. Enders M. Voorhees, the then chairman of the finance 
committee of United States Steel, and I appeared before this sub- 
committee when Senator Douglas was its chairman. Our appear- 
ance at that time was for the purpose of informing the subcommittee 
of United States Steel’s long experience dating back to 1911 with 
employee pensions and the means of providing for them. We also 
covered our long experience with group insurance plans and their 
financing. I do not intend on this occasion to repeat these descrip- 
tions because they are matters of record already available to you. 
I do call to mind, however, certain observations made on that oc- 
casion which are still pertinent, I believe, to the subcommittee’s 
present purpose. 
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We said then, and I repeat today, that we believe the great ma- 
jority of employee benefit plans are operated quite successfully, and 
there is no iia of any need of public supervision. There may 
be a small minority which require somescrutiny. However, it 
seemed to us then, and it still seems to us, that there is much merit 
in letting the matter of public supervision be developed and tested 
by the States through extension, if need be, of the supervision that is 
already in existence. : 

Since our previous appearance here, several bills relating to this 
subject matter have been introduced in the Senate. These have 
been other developments along the lines of further disclosures of bad 
practices and wrongdoings in connection with the handling of wel- 
fare and pension moneys of a certain type of plan. 

The area of abuse has been in connection with plans to which 
employers have agreed to pay certain stated amounts of money and 
under which the program of benefits is not negotiated but determined 
by trustees on the basis of moneys available in the fund to which 
the employers’ contributions are paid—the so-called jointly admin- 
istered type of plan. I think it important to note that no abuses have 
been disclosed with respect to any other type of plan. 

This does not necessarily mean that there are nowhere any abuses 
of any kind whatsoever in any other type of plan. But as far as the 
a ieae information available is concerned, the presence of any abuses: 
in other types of plans must remain a matter of conjecture or as- 
sumption. I believe this would not be generally accepted as a sound 
basis for legislation covering all pension and welfare plans, which 
would certainly be very burdensome to such plans and exceedingly 
costly for any Government agency to administer, and which might 
well result in forcing or inducing changes in sound business prac- 
tices and in improper interference with labor-management relations. 
I note that the Goldwater bill is limited in its application to the 
Taft-Hartley type of plan. There is much to be said for this ap- 

roach. 

As I have stated, I have felt that supervision of pension and wel- 
fare funds should be at the State level. I recognize, however, that 
there may be Federal legislation because certain disclosures have cre- 
ated some problems, not the least of which is the finding of a means 
whereby proper safeguards may be placed upon the small minority 
of badly administered plans without improper hardships being put 
upon the vast majority of well-administered plans. So, if there is to be 
Federal legislation in this field, I do have some suggestions to make 
to the subcommittee. They are directed toward imposing the mini- 
mum burden and expense on employee-benefit plans in general and the 
minimum burden and expense upon any governmental agency re- 
sponsible for administering the legislation. 

First of all I would like to suggest that any legislation enacted 
deal with reporting and disclosure rather than regulation. The latter 
would involve a most costly creation and enforcement of standards 
for matters which are inherently not susceptible of rigid standardiza- 
tion. 

For example, testimony before this subcommittee indicates that 
there a half million or more different plans which would be covered 
by some of the proposed legislation. It is more reasonable to sup- 
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pose that each one differs in some respect from all others than to sup- 
pose they all resemble each other. 

At the same time, it is wholly unreasonable to suppose that the dif- 
ferences represent evil deviations from some theoretical ideal rather 
than good Lie to particular circumstances. Gentlemen, I as- 
sure you that this is an extremely complicated matter. 

It would seem prudent to know a great deal more about these mat- 
ters before concluding that regulatory standards are either devisable 
or desirable. Perhaps nothing more need be said on this point since I 
believe that all of the bills proposed call for reporting and disclosure 
rather than for regulation. 

Next I would like to point out a distinction between two broad types 
of plans and suggest that one of them be exempted from burdensome 
reporting. First there is the type of plan or fund which is purposely 
established as the exclusive basis for the benefits which are provided. 
Any misuse of the funds of this type of plan will adversely affect the 
amounts of the benefits available (or in some cases the cost to the ben- 
eficiaries) since it is the amount of money in the fund on which bene- 
ficiaries must exclusively rely for benefits. 

This type may be called a cost plan—the benefits, whether or not 
specified in the plan, are limited to whatever a ae cost will buy. 
Then there is a second type of plan under which the employee relies 
clap rasp upon the Gailayer rather than any fund for the specified 

enefits. This is the “level of benefit plan” defined in and covered 
by the Allott bill. 

Many such plans do not have a fund. If a fund exists under such a 
plan, it may be created in order to have a means of holding and invest- 
ing the contributions of the employees, if any are made, or it may be 
created voluntarily by the employer solely as an aid to him in financing 
specified benefits he has agreed to anavide. In any event, the fund is 
at the most supplemental to the general obligation of the employer. 
Any misuse of funds of this type of plan would not increase the em- 
ployee’s cost, if any, nor would it decrease the extent of benefit he 
enjoys, any more than any business judgment made by corporate officers 
which affects the profitability of the company and hence its ability to 
respond to all of its obligations. 

In this type of plan what happens to the fund of money should be of 
no more concern to others than any other internal financial transaction 
or business decision which would affect its ability to perform its obli- 
gations. Since any mishandling of such a fund serves but to increase 
an employer’s costs, his vigilance is guaranteed. 

“Cost plans” include all those in which any abuses have been re- 
ported, and it is only in this type of plan where abuses can seriously 
endanger the rights of the beneficiaries and where disclosure might, 
therefore, be called for. 

With respect to “level of benefit plans,” both the character of the 
obligation undertaken and the employer’s self-interested vigilance 
make disclosure unnecessary. And there are many good reasons for 
not requiring disclosure where it is not necessary, which I will discuss 
later. 

Let me conclude discussion of this point by observing that the dis- 
tinction between “cost plans” and “level of benefit plans” is not a dis- 
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tinction between employer administered plans and union or jointly 
administered plans. ; 

Many employer administered plans are “cost plans” and, in fact, 
exempting “level of benefit plans” from reporting would not exempt 
United States Steel from all reporting because we have plans of both 
types. And while as I have said disclosure with respect to “level of 
benefit plans” is unnecessary, we do display each year in our annual 
report the financial operations of our pension funds, including certain 
information on investments; and with respect to the cost-type plans 
we furnish full information to the unions involved. 

My third suggestion to minimize burdens and costs is that the infor- 
mation that may be required be confined strictly to the areas where 
abuses have occurred. Put in another way, extensive data should not 
be collected which are of a general statistical nature or which do not 
relate to matters susceptible of abuse. 

In order to accomplish that objective, I would suggest that any leg- 
islation contain minimum and maximum guides as to the information 
authorized to be collected. Such limits are contained in both the 
Douglas and Allott bills before the subcommittee. 

Before stating my fourth suggestion, I would like to discuss more 
fully the reasons already alluded to why I think any legislation should 
be limited in the respects I have mentioned. 

First, I am sure that this subcommittee realizes that any of the 
legislation being considered is bound to impose an enormous task on 
whatever agency of Government is selected to administer the law. 
Estimates presented to the subcommittee of the total number of pen- 
sion and welfare plans range up to 500,000 and above. 

Merely to receive and initially process the briefest kind of report 
from each of these plans would require an enormous staff at a cost 
probably all out of proportion to any benefit to be gained. Classify- 
ing, analyzing, and compiling in any useful form the information 
contained therein would necessitate many additional highly trained, 
competent personnel. 

Investigations of leads to possible abuses and disclosures of the 
results thereof would be an additional tremendous task. It could very 
well happen that any agency entrusted with this task would become 
so bogged down with the sheer volume of paper that it would never 
get beyond the stage of mere collection of reports. 

The subcommittee has heard testimony from the Securities and 
Exchange Commission and the Secretary of Labor with respect to 
the number of persons and amount of funds which would be required 
to administer the Douglas bill and the administration bill. I note 
that the initial estimate of the SEC was based on a thorough exami- 
nation and analysis of only a small sampling of the reports. Even 
so, this estimate seems to me to be on the low side, as does the estimate 
of the Secretary of Labor. In any event, it will be interesting to see 
how the figures grow when the SEC makes a further report to the 
subcommittee based on 500,000 plans and analyses of all of them. 

Second, the burden on those required to report should also be con- 
sidered, together with the possible harm which might be done to 
legitimate interests if certain matters should be required to be re- 
ported and publicly disclosed. It is difficult to estimate the cost of 
making up and filing reports which might be required, but if it only 
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costs $100 extra on the average for each report, it would represent $50 
million a year. 

And I think that this estimate is very low because it could not 
provide for much in the way of adding, auditing, legal, or other 
extraordinary costs. 

I believe, therefore, that the subcommittee should give serious 
thought to the best way in which to cut down the number of reports 
to be required, as well as the number of items to be reported. 

As to the number of plans reporting, the Douglas bill attacks this 
problem by classifying plans according to size and exempting plans 
covering less than 25 employees and, on a discretionary basis, plans 
covering less than 100 employees. The Goldwater bill, on the other 
hand, classifies plans according to type and exempts certain types of 
plans where the need for reporting and disclosure has not been 
demonstrated. 

The Allott bill, like the Douglas bill, exempts small plans, and it 
also classifies and exempts plans according to type, although on 
quite a different basis than the Goldwater bill. The administration 
bill, in its latest form, contains no exemptions whatsoever. 

It has been testified that any of the bills providing exemption would 
eliminate more than 90 percent of the plans and leave a relatively 
small group that could be more readily handled. 

I think it is more logical to cover fully the area where abuse has 
been shown to exist than it is to exempt part of it from inspection on 
the ground that only a small number of people are injured. For this 
reason, I prefer the second basis of exemption which is by type rather 
than by size of plan. 

With respect to the amount of information to be furnished, any 
legislation should be specific and should be held strictly to such items 
as are necessary to ferret out possible abuses. 

I believe it is well recognized that many statisticians, if left to their 
own devices, tend to collect information which may never be useful 
except for the creation of statistics. Too much discretion placed in 
the agency administering the law might well result in the collection 
of much information not worth the expense of collecting. 

On the other hand, within the limits prescribed by the law, such 
agency should have discretion to permit the elimination of some items 
which in a particular case are not material and also to permit certain 
items to be reported on a confidential basis if good cause be shown. 
I have in mind the development of rules and practices with respect 
to materiality and confidential filings similar to those evolved by 
the SEC under the present laws administered by that agency. 

Quite aside from the matter of cost and burdens, there are addi- 
tional reasons for limiting the disclosures. Surely there must be 
some point beyond which disclosure of confidential or competitive 
information would be disadvantageous to the very fund and its 
beneficiaries whom the disclosure is intended to protect. 

We believe, for example, the investments of our pension trusts are 
of an exceedingly confidential nature from a number of points of 
view. One reason is that the business of investing funds, like other 
phases of American life, is highly competitive. We do not wish 
competitors in this field to know our trustee’s investment policies or 
the amount or nature of particular investments. 
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As an example of the kind of situation which arises, there have 
been occasions when the trustee has adopted a long-range program 
of investing in the securities of a particular kind or of a specific 
industry whisk it felt had growth possibilities. If its investments 
had been generally known, other investors could and well might have 
followed its policy with respect to these securities and forced up the 
market price before it could have completed its program. 

There is another reason why we believe it is essential to keep 
individual investments of the pension trusts confidential. The assets 
of these trusts are, of course, trust funds, and must be invested with 
due regard to that fact. Because the inherent characteristics of 
securities and their respective attractiveness as investments are con- 
stantly changing, the securities of one company may be bought or 
sold today and of another bought or sold tomorrow. This process 
goes on in all trust fund investments. If this constant buying and 
selling of securities is not kept confidential, changes in the investment 
portfolio could be improperly construed as an expression of confidence 
or lack of confidence in the management of a particular company. 
This might not only lead to disturbing inferences on the part of the 
company whose securities are bought or sold but to many other in- 
ferences or uses which would not be desirable. 

On the matter of limiting detailed disclosure to information perti- 
nent to the problem, I would like to comment on a provision of the 
Douglas bill, which is also contained in the Allott bill. I think the 
information required with respect to funding provisions and to fund 
investments is carefully and soundly worked out with one exception. 

These bills provide for the disclosure of a detailed list of any 
investment— 
if the cost or present value thereof, whichever is lower, exceeds * * * 10 per 
centum of the current value of the outstanding securities or obligations of any 
one issue. 

It seems to me that this detailed disclosure should be confined to 
any investment in voting securities of a company which exceeds 10 
percent of the voting power. 

According to the testimony of Senator Douglas himself in these 
hearings, the purpose of this provision is to disclose detailed invest- 
ments in cases where a pension fund might have “unduly strong voting 
power” in any company’s affairs. 

My fourth and final suggestion has to do with the agency to which 
any required reporting should be rendered. Two agencies are con- 
templated in the proposed legislation—the Securities and Exchange 
Commission and the Secretary of Labor. Of the two, I believe the 
SEC is the more appropriate. It is a continuing bipartisan entity, 
whereas the Labor Department, like all the executive departments un- 
der our form of government, is intentionally subject to political 
leadership. 

Elimination of fiduciary abuses, if to be undertaken other than 
through punishment by established court action, should presumably 
be administered by a nonpartisan agency, and the executive depart- 
ment thereby be spared accusation of favoritism. 

Over the two decades of its existence, the SEC and industry have 
resolved many of the complex problems of reporting and disclosure 
covering companies of all sizes as well as situations of the most diverse 
character. 
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The portion of the reporting having to do with investment and 
management of funds would seem to be a natural extension of the 
SEC function. I understand that the staff of the subcommittee in 
its studies made a year or so ago received valuable assistance from the 
staff of the SEC in connection with these matters. 

As you know, all companies whose stock is listed on the stock ex- 
changes, as well as investment trusts and others, now file audited re- 
ports with the Commission on many matters. 

Of course, it is also true that labor unions now file reports with the 
Secretary of Labor. 

I am aware that spckesmen for the SEC testifying before this sup- 
committee have shown some reluctance to take on the task of receiving 
pension and welfare plan reports. If it should be decided than an 
executive department is to be the agency rather than the SEC, it is 
well to bear in mind that the Internal Revenue Service has long dealt 
with funds qualifying for exemption under the income tax laws. 

Therefore, of all the executive departments, it seems to me that this 
is the most appropriate one to take on this task. The qualified plans 
now file voluminous information with the Internal Revenue Service, 
but on a confidential basis. In making the suggestion that adminis- 
tration of any new law might be assigned to the IRS, I feel that the 
information now furnished to it should as such continue to be held 
confidential. 

For reasons I have previously mentioned, any information to be 
made subject to public disclosure should be limited to that which is 
pertinent to the abuses which are the concern of this subcommittee and 
should be specified in any new law. 

In conclusion, gentlemen, you may understand from what I have 
said that I have doubts of the desirability of Federal legislation with 
respect to these matters. In the event that such legislation should, 
nevertheless, be forthcoming, it is my hope that it be aimed primarily 
at the correction of abuses where abuses have been shown to exist, 
and that every effort should be made to limit the burdens and expenses 
entailed not only to the Government itself but also upon the half a 
million or more plans now in existence, 

Thank you, Mr. Chairman. 

Senator Kennepy. Page 165 of the report of the Douglas subcom- 
mittee lists in rather a brief form a breakdown of your net assets, 
United States Steel pension funds. 

It does not seem to me that that type of disclosure would cause you 
or your investment policy any great embarrassment. 

Mr. Tyson. Senator, that type of disclosure, as I recall that particu- 
lar statement, is the exact disclosure we put in our annual report every 

ear. 
” We give it to the world at large. 

Senator Kennepy. What is it that you feel that we will ask for in 
the type of report that Senator Douglas introduced the distinction 
between this report and the report that the bill would ask you for, 
what is there in that that would cause you embarrassment ? 

Mr. Tyson. I pointed out in my statement that the reporting pro- 
visions of investments as worked out and set forth in the Douglas 
and the Allott bills were, in my opinion, well worked out with one 
exception, and I noted that exception. That provision had to do with 
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the reporting individually any security which represented 10 percent 
of an issue. 

The purpose of that, as Senator Douglas noted, was to limit such 
disclosure or to have such disclosures deal with voting control or vot- 
ing securities, and I think it should be confined to voting securities 
and it should not be extended to loans, to bonds, to debt, to other 
phases or, types of investments, because every trust that is in the 
investment area has untold items that of themselves do not represent 
a substantial part of the total of the fund, but they may be a substan- 
tial part of any one issue, and that is my reason for taking issue with 
the Douglas and Allott bills on that one point only. 

But under the administration bill, there is no limit to what may be 
required because it is left entirely to the discretion of the Secretary. 

Senator Kennepy. Do you feel that you have an obligation or do 
you feel that any company has an obligation to disclose to the bene- 
ficiaries of a pension plan where it is invested and what you are doing 
with it, not to the Government now but to the employees? Do you 
feel that you have an obligation at all? 

Mr. Tyson. We have given consideration in that area over a period 
of time, and we do, as I mentioned, show in our annual report the 
status of our pension plan to which you have just referred, and I 
think more and more of these funds through their trustees are dis- 
closing similar information. 

But, as it has been pointed out by other witnesses before me, the 
area in which we are dealing is a new area, and you do not accom- 
plish all of these things overnight. 

It takes time to develop the best approach to obtain the best end 
result. I think this has been a growing situation and I believe each 
year you will find that more of these funds are giving information 
with regard to them. 

Senator Kennepy. Yes; but do you feel that they have an obliga- 
tion to do so? 

Mr. Tyson. I think that depends a upon the type of fund. 
As I have pointed out in my statement, I think if this is a cost plan 
where the company provides, or the administrator or trustee pro- 
vides benefits out of the money available for those benefits, the situa- 
tion is entirely different than if it is where agreement has been made 
contractually or impliedly to pay a specific benefit without regard to 
how that benefit may be provided for, whether it is provided out of 
a payroll as you go — or out of a fund which may have been set 
aside to take care of it. In the latter type of plan, I do not feel that 
there is any contractual or moral obligation to divulge the nature of 
the investment. 

Senator Kennepy. And is that the type of plan that you have? 

Mr. Tyson. As I point out, we have both types. 

Senator Kennepy. And what is the percentage of each? 

Mr. Tyson. The percentage? 

Senator Kennepy. Yes. How much money do you have invested 
in the two plans? 

Mr. Tyson. In the cost plan we have relatively little investment 
because that is the insurance plan. 

Senator Kennepy. I understand, but what about the other plan, 
how much do you have in that? 
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Mr. Tyson. About a billion dollars. 

Senator Kennepy. You have a billion dollars in that? 

Mr. Tyson. That is correct. 

Senator Kennepy. Now you do not feel any obligation to give the 
employees of your company information as to how you have invested 
that money ? 

Mr. Tyson. That is correct. 

Senator Kennepy. You don’t feel they should? 

Mr. Tyson. I agree wholeheartedly with, and I am a party to, what 
we have put in our annual report, which shows the makeup of those 
funds and shows that those funds are audited, and that the value of 
the investments are carried at cost or market, whichever is lower, 
so that the status of those funds as of a particular date, a specified 
date when they are audited, is set forth. 

So I am a party to that and I believe in that, but I was differentiat- 
ing in your question between the responsibility you have to do it and 
what you may choose to do. 

Senator Kennepy. In other words, you choose to do it but you don’t 
have the responsibility to do it. 

Mr. Tyson. We choose to do it. 

Senator Kennepy. And you feel that even if you did not choose 
to do it, that there is no need for the Federal Government to insist 
that you do it or make a report to it of this nature? 

Mr. Tyson, I think that is correct, Senator, but I must reemphasize 
that our obligation contractually in some instances and morally or 
impliedly in other instances is to provide specific benefits and not to 
provide a fund out of which those benefits should be paid. 

That is the obligation and, whether there are funds set aside or 
whether there are not, if we fall down in our obligation, we have 
the assets and credit of our corporation behind this obligation, se 
that it is not dependent upon the funds which we have set aside. 

Senator Kennepy. It appears to me that these are really deferred 
payments, these pension plans; they are wage payments which are 
deferred and they have been so held. 

It seems to me that you have a greater responsibility toward the 
employees than you would indicate in that statement. All they can 
depend upon is your good judgment, I am now talking generally, the 
employer’s good judgment. 

You don’t feel that the companies have a greater obligation than 
that to make this information known to these people? It is their 
money in a sense. 

It is a deferred wage and therefore it seems to me that they have 
every right or someone has the right to insist for them that they 
have this information made known within certain limitations. I 
would agree that you should not have to give the details of your 
portfolio down to investments you might have of 1 or 2 percent of the 
total amount, but you should indicate perhaps more substantially than 
this page shows exactly where it is going. 

You have industrials, public utilities, railroad equipment, but of 
course the funds are not seca down as to exactly what those areas 
include. 

You have mortgages, oil and gas payments, common stocks. 

That is not a very adequate form of reporting. 

Mr. Tyson. Is that a question, sir? 
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Senator Kennepy. I asked you about four questions in that state- 
ment. Perhaps you can comment on all of them. 

Mr. Tyson. I must say that I cannot agree entirely that pension 
payments are wages. 

I know there have been court decisions and I am not qualified to 
pass upon what the courts have said in those areas, but they are em- 
ployment costs, with that I concur. 

But in my judgment, which is perhaps a layman’s judgment. I still 
question that they are wages. They are in a sense deferred com- 
pensation or deferred payments to the survivors of a group but not 
to any one member of a group as such. 

True they can be used only for employee benefits, but there is no 
vested right in any of these funds for any individual who is an em- 
ployee, and our aa cover from top to the bottom and I, as an in- 
dividual, have no vested right or privilege with regard to any of those 
funds until and unless I have met certain predetermined specifica- 
tions. 

I think perhaps not full understanding has been given to the fact 
that we have in our type of plan an obligation to pay benefits, and 
it is to our selfish advantage to properly operate these funds just as 
we properly operate or try to properly operate and control the costs 
that enter into the product we sell, because if we don’t do the very 
best job possible with regard to these investments, it ends up costing 
the corporation and its stockholders more than it otherwise would 
cost them. 

So the trustees of these funds have a very definite responsibility 
and they have people breathing down their necks constantly. I speak 
with feeling on that because I have a responsibility in connection with 
it, and I know the number that are breathing down my neck to see 
whether a good job is being done or whether it is not being done. 

So we have a selfish interest to do a good job, and there is no more 
basis or reason for believing that there will be any mishandling or 
any defaleation or dipping into the till in these funds than there 
is in the dipping into the till of any of the funds we have with which 
we operate the business from day to day. 

We have procedures and rules whereby those things do not happen 
if we can avoid it or help it. 

Senator Kennepy. It seems to me there is some difference between 
these funds which belong in a sense as deferred compensation to 
employees and your regular company funds which are the property 
of the company and stockholders. 

We are talking about two entirely different things it seems to me. 

Mr. Tyson. Senator Kennedy, I was not attempting to say that 
the two types of funds were the same. 

I was attempting to point out that it is as much to our advantage 
to properly handle these funds as it is to properly handle the funds 
with which we do our business from day to day. 

We have the same desire to do the best job. 

Senator Atxtorr. Could I interject a question there, Senator Ken- 
nedy? And as opposed to that then in what you have termed the cost 
type of fund, you would simply pitch in a specified amount per hour, 
for example, or percentage of wages and then the efficient operation 
of the fund no longer becomes your concern. 

Mr. Tyson. That is correct, sir. 
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Senator Kennepy. Except as a matter of integrity and honesty. 

Mr. Tyson. And except from the standpoint that we have the wel- 
fare of our employees at heart I might say to just as great an extent 
and perhaps a little greater extent than anybody else because the 
success of our business depends entirely upon the proper relationships 
and the proper feeling and the proper morale of all of our people, 
and we go to great lengths to try to further that feeling. 

If we did anything to pull down these funds or to cut back on their 
benefits, it would reflect back in their feelings toward us, and we can- 
not do the best job competitively if that sort of thing exists. 

Senator Kennepy. I notice at page 158 of this report that when 
the subcommittee invited you to give information on your plan, you 
initially declined to meet the subcommittee’s request on the grounds 
that as to pensions the agreement provides benefits which are guaran- 
teed by the corporation. 

The agreement does not in any way bind the corporation to fund the 
pension plan. United States Steel may provide the specified benefits 
in any manner it chooses. 

Therefore since the method of funding retirement benefits is a 
matter of internal policy, the corporation feels no obligation to dis- 
close such matters. 

It seems to me if we are going to follow the advice of those people 
who feel that the Federal Government should not encroach in this 
field, that corporations have an obligation, I think, which I am not 
sure, at least in my opinion, you are completely meeting, because while 
the United States Steel may be completely dependable and its credit 
excellent, and it is excellent, nevertheless there are a great many com- 
ae in whom the workers do not have the same confidence and quite 
rightly. 

Therefore it seems to me that unless management sets up a generally 
accepted procedure that they will make detailed information avail- 
able to the employees on these funds, then we have an obligation to 
insist that they make them to us and through us available to the 
ae 

don’t think you can apply the same standards to all companies 
that you might apply to your own. 

Mr. Tyson. I of course would not attempt to answer for other 
companies but I can say from the standpoint of corporate manage- 
ment, any company having an obligation to do certain things, whether 
it is to meet a payroll currently or whether it is to provide an in- 
surance benefit currently or to pay a pension later, if it hopes to stay 
in business its integrity must be firm and it must meet its obligation. 

I must come back to what I said in my statement. The type of plan 
that you are talking about to me is a type of plan in which this sub- 
committee to my knowledge, or so far as my knowledge goes, its pred- 
ecessor subcommittee has found no abuses whatsoever, and there are 
reasons in my judgment why there are not existent abuses or why you 
have not found abuses, a: I have attempted to give my reasons as 
to why I think that is so. 

But you never—I was present when Mr. Lewis testified and I con- 
cur in his statement that you cannot legislate virtue, and you never 
will pass a law which will make an honest man out of one who is 
not honest. 





wae Ee 





WELFARE AND PENSION PLANS LEGISLATION 325 


You can punish him when you find it out, but you cannot legislate 
him honest. 

Senator Kennepy. You remember Mr. Finley Peter Dunne once 
wrote “trust everybody but cut the cards.” 

What we are proposing here is that the cards be cut even though 
we have confidence in management. 

Jompensation on saiary and on welfare plans must be met 1m- 
mediately. 

The employee would not have a long period of service for which 
the company is obligated to compensate him, but in pension plans 
the payments may not come for 10, 15, or 20 years. 

He ~ a great deal of concern as to what the company may be 
doing with the funds. If they go bankrupt and cannot pay him, he 
may have lost a week or 2 weeks of salary in the job, but if they fail 
in the pension plan, his 20 or 25 or 30 years of work may go down 
the drain. 

Mr. Tyson. May I comment on that point ? 

Senator Kennepy. Yes. 

Mr. Tyson. I confine my remarks now to our plan. 

I pointed out that there is no vesting privilege in our plan and 
there is no provision for any payment of a pension unless a man—and 
these are the general terms—reaches age 65 with a certain number of 
years of service. 

So if what vou say happened, which J seriously question would 
happen in 99 percent plus of all plans, there is no obligation to pay 
a pension out of those moneys. 

oo those moneys were set aside to pay employee benefits of one 
kind or another, but there is no obligation to pay a pension, con- 
tractually or otherwise, if that situation happened. 

Senator Kennepy. You don’t feel there is any obligation or other- 
wise to pay a pension out of this money which is deferred, on which 
no income tax is paid because it is a deferred payment and you don’t 
feel it is an obligation of the company to pay that? 

Mr. Tyson. I was defining the terms of the pension plan. I said in 
my answer that the money was to be used for employee benefits, but 
as for the payment of a pension as a deferred compensation, there is 
no basis for the payment of a pension out of those moneys. 

Senator Atiorr. That is until the person 

Mr. Tyson. That is on the assumption that the company goes bank- 
rupt, which was a part of your question as I understood it, and was 
unable to meet its obligations and went out of existence. 

Excuse me, Senator ? 

Senator Atxorr. That is until that person becomes qualified under 
the pension plan. 

Mr. Tyson. That is correct. 

Senator Atrorr. And that is the part of the collective-bargaining 
agreement you have with your employees, is it not ? 

Mr. Tyson. To the extent that those employees are covered, that 
is correct. 

Our pension plan for your information, as I said, covers all em- 
ployees, union employees as well as nonunion employees. 

Senator Kennepy. Senator Allott? 

Senator Arnorr. And then the obligation is not to pay it out of the 
fund but to pay it? 
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Mr. Tyson. To pay it, that is correct, sir. 

Senator Axxorr. | just want to bring out one other thing. There 
have been numerous people who have testified here who I believe are 
unwilling in their own minds with respect to the bill which I have 
offered to differentiate between it and a bill which would simply 
exempt employer administered plans. 

There is no bill pending before this committee which would exempt 
employer benefit plans. At least there is the Douglas bill, there is 
the administration bill, there is the Goldwater bill, there is the Allott 
bill. 

I know of no bill that would per se exempt an employee adminis- 
tered plan but those who testified, many of them refused to accept 
that fact. 

The point I want to bring out with you is that the bill otfered by 
myself which you have apparently studied would actually, in your 
instance, cut across and require you to report part of your ‘funds and 
not to report on other funds. 

Mr. Tyson. That is correct, sir. 

Senator Atiorr. Do you know whether or not that is true with 
other industries? Do you know of other instances in which that 
would be true? 

Mr. Tyson. Yes, there are other plans that provide benefits on a 
cost basis as distinct from a level of benefit basis. 

Senator Atitorr. I mean other companies who have both types? 

Mr. Tyson. That is correct, there are. 

Senator Auvorr. I think that is all, Mr. Chairman. 

I am sorry that I have to leave but I am 10 minutes overdue. 

Senator Kennepy. I want to thank you very much. 

Unless you have further statements, the subcommittee will adjourn. 

We will hold our next meeting on Monday, June 24, at 10 a. m, 

(Whereupon, at 12:10 p. m., the subcommittee was adjourned, to 
reconvene at 10 a.m. Monday, June 24, 1957.) 
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Unttep States SENATE, 
SUBCOMMITTEE ON WELFARE AND PENSION 
Pans LEGISLATION OF THE COMMITTEE ON 
Lazor AND Pusiic WELFARE, 
Washington, D.C. 

The subcommittee met, pursuant to recess, at 10 a. m., in room P-63, 
the Capitol, Senator John F. Kennedy, chairman of the subcommittee, 
presiding. 

Present: Senators Kennedy (presiding), Murray, McNamara, and 
Allott, members of the subcommittee. 

Also present: Senator Goldwater, member of the committee. 

Committee staff members present : Stewart E. McClure, chief clerk; 
Roy E. James, assistant chief clerk ; John S. Forsythe, general counsel; 
Michael J. Bernstein, professional staff member; and Paul J. Cotter, 
special counsel to Subcommittee on Welfare and Pension Plans 
Legislation. 

Senator Kennepy. The subcommittee will come to order. 

Our first witness this morning will be Mr. Al Whitehouse, director 
of the industrial union department of the AFL-CIO in Washington. 

Mr. Whitehouse ? 


STATEMENT OF AL WHITEHOUSE, DIRECTOR, INDUSTRIAL UNION 
DEPARTMENT, AFL-CIO, ACCOMPANIED BY LEONARD LESSER, 
LEGAL COUNSEL, SOCIAL SECURITY DEPARTMENT OF UNITED 
AUTOMOBILE WORKERS OF AMERICA, AND JACK BARBASH, 
RESEARCH DIRECTOR OF THE INDUSTRIAL UNION DEPARTMENT 


Mr. Wuirenouse. I have a statement of Mr. Walter P. Reuther, 
president of the industrial union department, AFL-CIO, and presi- 
dent of the United Automobile, Aircraft and Agricultural Imple- 
ment Workers of America. 

Mr. Reuther has been unavoidably kept from being in Washington 
this morning and I would like to submit for the rec ord the testimony 
that he would have entered and had prepared for the record. 

Senator Kennepy. Without objection that will be done. 

(The statement referred to follows :) 


STATEMENT OF WALTER P. REUTHER, PRESIDENT, INDUSTRIAL UNION DEPARTMENT, 
AFL-C1O, AND PRESIDENT, UNITED AUTOMOBILE, AIRCRAFT, AND AGRICULTURAL 
IMPLEMENT WORKERS OF AMERICA AS PRESENTED By ALBERT WHITEHOUSE 


The hearings before this subcommittee have indicated that the critical issue 
in controversy is the scope of any legislation to be recommended. Although we 
deal with this point in our discussion of the basic principles which should govern 
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any legislation in this area, I want to stress at the outset that in developing 
suitable disclosure legislation it is imperative, as Mr. Meany said: 

“* * * Tt must apply uniformly and equitably across the board to all types of 
health, welfare, and pension plans, regardless of whether they are administered 
by unions alone, by unions and employers jointly, or by employers alone, regard- 
less of whether they involve the establishment of a formal trust fund or merely 
involve the transfer of money to an outside trustee or insurance carrier, and re- 
gardless of whether or not they are established on a so-called fixed-contribution 
basis or a detinite-benefit basis. 

This has become a key issue because of the unwillingness of some employer 
groups to submit to the test of disclosure which they prescribe for labor, as Mr. 
Meany says: “Any distinction that some might seek to make as among these 
different types of plans with respect to the opportunities for abuse that exist and 
the need for the creation of effective safeguards is entirely without foundation 
in fact, self-serving, and destructive of the objectives sought by disclosure legis- 
lation.” 

The National Association of Manufacturers and others have asserted that your 
subcommittee, after 4 years of investigation, gave the employer-operated plans 
“a clean bill of health.” No such conclusion is justified. The Subcomumittee’s 
final report states: 

“While a number of unilaterally administered level of benefit plans were 
studied, time permitted a detailed examination of only one * * *,” and that one 
you will recall involved a manipulation of reserves and dividends which your 
subcommittee found to be questionable. This is hardly ground for the sweeping 
conclusion by the NAM that a “clean bill of health” was conceded to employer- 
administered plans. 

Senator Douglas, in commenting on this point, indicated “our committee studies 
began with union and jointly administered plans and only in the latter stages did 
we begin to dig more deeply into the practices of employer-administered plans in 
this field.” 

He commented further “it is difficult for me to understand why anyone would 
oppose disclosure unless he has something to hide. It is certainly an extra- 
ordinary situation that there are employers who do not want the facts known 
about their own welfare and pension funds. I should think that companies 
would want to be the first to bring out the facts.” 

Opponents of broad disclosure then argue that even if there is abuse in em- 
ployer-administered or level of benefit plans, it does not matter to the worker 
since the einployer has to make up the difference in cost. Persons who make 
this statement are either ignorant of the facts of collective bargaining or are 
attempting to distort the facts before this committee. 

Employers charge off the full cost of their contributions to pension, health, 
and welfare plans against employees’ total economic gains in collective bar- 
gaining. When these contributions are unnecessarily high, whether because the 
employer has failed to purchase insurance diligently, whether because he has 
indulged in “featherbedding” or for any other reason, the result is to reduce 
the amounts available to the employees for wages, vacations, or other economic 
gains. The assertion that in a level-of-benefits plan the costs—proper and im- 
proper—do not directly affect the decisions at the bargaining table is, as I have 
stated, ridiculous. Cost is crucial. If management seriously proposes to dis- 
ecard cost as an element in negotiations, I would like the opportunity to bargain 
with them solely on the basis of what level of benefits is adequate with the 
understanding that the cost of such benefits would not be taken into account in 
determining the total cost of the economic package agreed upon. 

For many years employers made a practice of ignoring the dividends paid in 
group insurance and representing the gross cost of insurance as the actual cost. 
In public reports made by employers to the chamber of commerce and even to 
agencies of Government they have often claimed credit for the gross premium 
cost rather than the net cost of the insurance after dividends. 

We have often found that employer-operated insurance plans have been 
conducted at excessive cost. Over managements’ opposition we have often had 
to demand competitive bidding to reduce these costs. Whether the failure of 
these employers to work for low administrative costs was due to apathy, ignor- 
ance, collusive relations with carriers, or outright chicanery we do not know. 
We do know the effect on the employees has been the same and that the spot- 
light of public disclosure would be beneficial. 

The negotiation of health and welfare programs has been the single most im- 
portant development in union-management relations in the postwar decade. In 
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just a few years these programs have come to cover millions of workers and 
their dependents. Today 4 out of 5 collective bargaining contracts make provi- 
sion for health and welfare benefits. 

There is hardly a negotiation that takes place in which new benefits are not 
added or existing ones improved. These plans provide a degree of economic 
securiity in old age, disability, and unemployment, that was otherwise not pos- 
sible; they are the only means by which American workers and their families are 
able to get some health insurance, however inadequate. 

The benefits may be colloquially called fringe benefits, but there is nothing 
“fringe” about what they mean to the workers. Whenever a worker has an 
accident, whenever he is sick or laid off for more than a few days, whenever 
he or a member of his family goes to the hospital or needs an operation, when- 
ever a worker dies, these programs are called into operation and they affect the 
well-being of workers and their dependents in a direct and intimate way. 

Before turning to private plans, labor repeatedly urged Government to as- 
sume a fuller responsibility for the health and old-age security of its citizens. 
When Government did not act, or provided only patently inadequate protec- 
tion, labor turned to collective bargaining to patch up some of the glaring in- 
adequacies which existed. 

The voluntary approach has resulted in a vast number of different health and 
welfare plans representing many millions of decisions as to choice of carrier, 
choice of benefits, plan rules, and the like. 

In contrast to the economical, efficient, and honest administration of social 
insurance programs, the conglomeration of private plans constitutes a vast ex- 
posure to waste, weak administration, and corruption. 

The voluntary way has had some advantages in making possible a kind of 
living laboratory in which various approaches could be experimented with. 

At the same time, voluntary programs inherited the customary practices in 
group insurance—one of the worst of which was an acquisition system that is 
not too scrupulous in the methods used to make a sale. 

Unions and employers, often without facilities of their own, have had to rely 
on outside consultants and in many instances on insurance brokers, agents and 
insurance companies representing an interest at times far apart from that of the 
purchases of insurance. 

Under all of these circumstances it is not terribly surprising that abuses have 
crept in and regrettable as these abuses are, they must be seen in the light of 
the accelerated expansion in an uncharted field in which even now, there exist 
large masses of unexplored terrain. 

Abuses have arisen in a small fraction of the many programs in operation. 
But in the judgment of the labor movement, this gives us no ground for com- 
placency and certainly provides no basis for assuming that things take care of 
themselves. Things will not take care of themselves and the labor movement has 
not operated on the assumption that they will. 

From the first revelations of wrongdoing, the labor movement has taken 
vigorous action to deal with the problem, Even before the AFL and the CIO 
merged into one great federation each of our groups undertook to tackle the 
problem in a forthright and courageous way. We established codes of fair 
practice. 

Even before the AFL and the CIO merged into one great federation, each of 
our groups undertook to tackle the problem in a forthright and courageous way. 
We established codes of fair practices. 

Even before proposals were introduced into the Congress, both the AFL and 
the CIO had developed systematic legislative proposals. With the merger, the 
AFL-CIO accelerated its activities, both in the field of ethical practices and in 
the promotion of appropriate legislation. 

I would like to outline the basic principles around which such legislation 
should be developed. 

1. Full and comprehensive disclosure should be the guiding principle of 
Federal legislation. 

Disclosure should aim at revealing who is getting how much and for what 
purpose. Disclosure should reveal not only the general condition of the plan; it 
should be specific and detailed and dig deep enough to detect all instances of 
maladministration. 

We think it would be a serious mistake for any Federal legislation to attempt 
to control the content of health and welfare plans. This would be exceedingly 
difficult in view of the infinite variations which such plans contain in meeting 


93947—57—_—22 








330 WELFARE AND PENSION PLANS LEGISLATION 


the special problems of the industries and workers involved. These variations 
deal with such major problems as coverage, financing, funding, methods of in- 
surance, collection of employer contributions, problems of internal administra- 
tion, and investment policies, to mention just a few. Flexibility is one of the 
greatest assets of these plans and ought to be preserved. 

A comprehensive disclosure requirement will of itself be a substantial de- 
terrent to under the tabte deals and backdoor bribes. A disclosure statute wisely 
administered can contribute a great deal to the creation of a healthy bargaining 
relationship with carriers and a healthy climate for the internal transactions in- 
volved in any health and welfare plan. 

Our concern is not merely with technical wrongdoing. We want to be able 
to uncover all questionable practices and expose anybody who gets a special 
advantage from a health and welfare program by virtue of being an insider. 

In short, we believe that at this time Federal legislation should concentrate 
on disclosure as the most effective method of uncovering shady practices. 

2. Disclosure should apply to all health and welfare plans. 

We believe that the details of union-administered plans and joint-administered 
plans should be completely disclosed. Employers likewise should disclose the 
details of the plans which they administer. Disclosure should apply to level of 
benefit plans. As I said earlier, there is no merit to the position that only plans 
in which unions are involved should be subject to disclosure. 

It is incredible that we should know as little as we do about the billions of 
doliars in investments represented by these plans, particularly the pension plans, 
Vice President Anderson, of General Motors, in testimony before your commit- 
tee, maintained that disclosure by management of insurance costs is “undressing 
in public’ and not quite proper. A little more disclosure would not only be 
quite proper, but would be good for General Motors and good for America. 

There is a substantial public interest involved in all health and welfare plans, 
quite apart from the employees’ interests and apart from whether there is 
chicanery as conventionally defined. The public has a right to know how the 
sizable accumulations of funds are being managed, to what extent these funds 
are being used us instruments of corporate control, and the impact of these funds 
on tax and public policy. 

Second, there is no merit to the argument that the union or the beneficiaries 
have no interest in the administration of a plan as long as the level of benefits 
is forthcoming. Anybody who has had any experience in collective barguining 
as it applies to health and welfare plans knows that the union and management 
come to the bargaining tables with some appraisal of how much money there is 
likely to be available for an increase. 

The choice of one approach level of benefits, cents per hour, or percentage of 
payroll, does not at all diminish the importance to the beneficiaries as to how 
the money is being spent. James M. Gillen, director of personnel research for 
General Motors, which has a level of benefits plan, confirms this: 

“When an employer and his employees—or the employees through the union 
representing them—join to establish some kind of program as protection against 
the costs of medical care, they do so in recognition of a number of things: First, 
they must recognize that whatever money the employer may contribute to the 
program is limited to money that he might otherwise spend for wages or other 
employee benefits such as pensions, life insurance, and the like. Thus there 
is a practical cost limitation.” 

Third, the argument is made that no skulduggery has been discovered in the 
employer-administered plans. This is nonsense, for the simple reason that no 
systematic investigation has been conducted of such plans. Where this com- 
mittee has asked a few companies to produce material, they have raised all 
sorts of objections. Where even preliminary investigations have been conducted, 
there is ground for some question as to the practices of the corporation involved. 

Your subcommittee was able to make a detailed examination of only one 
company-administered plan. This is a plan in which we have some direct 
interest. It is the General Motors-Metropolitan group insurance plan. If the 
handling of reserves which was criticized by your subcommittee can occur in 
a plan operated by a corporation so much before the public eye, what would 
happen if the subcommittee had had the time to investigate other company- 
operated insurance plans? 

If employer-administered and/or level-of-benefits schemes were eliminated from 
the disclosure recuirement, we would in effect be eliminating about 92 percent 


of the welfare plans and 86 percent of the pension plans according to your 
subcommittee estimates. 


Oe Aae«- 


Aen 


Ss 
S 
g 
it 
Ss 


“a4 FS 


te 


- 


WELFARE AND PENSION PLANS LEGISLATION 331 


Even in level-of-benefit plans, there is frequently a sizable employee contribu- 
tion. G. M. employees alone are contributing about $50 million a year to the 
insurance and health programs. 

There is also the argument that if you require disclosure of all welfare plans, 
there is no end to what the employer will be required to disclose—Christmas 
bonuses, Thanksgiving turkeys, coke machines, and so forth. 

It seems to us that the legislative draftsmen are capable of drafting a provi- 
sion which will make it clear that Thanksgiving turkeys do not come within 
the scope of the legislation. 

Finally, employers, insurance agents, insurance companies, union and fund 
officers have all been involved in the situation in which wrongdoing has been 
disclosed. Virtue is not a monopoly of any particular segment of the popula- 
tion. It is intolerable to argue that disclosure should be limited to those plans 
in which unions are administratively involved and unwarrantedly to assume 
thereby that most employers are intrinsically above all possible. reproach. 

3. While Federal legislation should be limited to disclosure, State laws can 
be enacted or strengthened in the area of insurance practices and the enforce- 
ment of laws relating to the fiduciary obligation of trustees of heaith and pension 
plans. 

The disclosure statute should be a Federal statute. A large proportion of 

the plans operate across State lines. We question the wisdom ot subjecting these 
plans to the diverse disclosure regulations that may be adopted by a multiplicity 
of State laws. If the States want the information they can get it under the 
Federal legislation being considered. 
This does not mean, however, that the States should be excluded from this 
area. On the contrary, there is an important role for State regulatory agencies. 
‘That role lies in the field of insurance practices and the enforcement of laws 
relating to the fiduciary obligations of persons responsible for the administra- 
tion of these plans. If investigation reveals that existing State laws on the 
subject are inadequate, then we favor additional legislation. 

Crucial in any program designed to eliminate abuses in the administration of 
health and welfare funds is the problem of commission payments. Split com- 
missions have been the single largest corrupting influence in health and welfare 
plans. Payment of unearned commissions, a practice protected and abetted by 
improper features of State insurance laws, is an unwarranted drain on funds 
allocated to heaithand welfare and have been the festering point for corruption. 
No legislative program that does not grapple with commission abuses will get 
to the core of the problem. 

State insurance departments can profitably pay some attention to the char- 
acter of the people.who are licensed to serve as brokers and agents. The State 
government can also perform an important function by vigorously prosecuting 
those who fail to discharge adequately their duties as trustees and those who 
are collusively engaged with them. 

4. The Federal disclosure statute should be a separate statute with adminis- 
trative responsibility lodged in the United States Department of Labor. 

Health and welfare plans function in a union-management setting. The De- 
partment of Labor is the administrative agency best equipped by personnel out- 
look and experience to administer the statute. The Department of Labor has 
had long and extensive experience in making information available to the inter- 
ested public and has the resources for research and analysis. 

We would hope that this statute would not be administered solely as a criminal 
statute but that the enormous reservoir of data on health and welfare plans 
could be utilized to provide for helpful research and analysis. 

We see no merit at all in attaching the disclosure requirement to the Taft- 
Hartley law, which is already a conglomeration of disparate regulations, seek- 
ing as it does to deal with unfair labor practices, suits for breach of contract, 
injunctions, filing of financial data, and Communist-dominated unions, 

Moreover, it would be extremely difficult to consider this proposal on its own 
merits for inevitably we would get involved in a debate on the Tuft-Huartley law 
itself. 

Our views on the Taft-Hartley law are well known but these should be argued 
in a proper setting. 

Disclosure should stand on its own and not be interlaced with the technicali- 
ties of any other statute. Disclosure should not be made a condition of access 
to the processes of the National Labor Relations Board or to exemption determi- 
nations of the Bureau of Internal Revenue. Our experience particularly with the 
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filing requirements of the Taft-Hartley law suggests that only delay and con- 
fusion result when disparate objectives are entwined. 

We support disclosure through legislation. If there is willful noncompliance 
a criminal penalty is provided. This, we believe, is the clean-cut way of dealing 
with the situation. 

Nor do we believe the Securities and Exchange Commission is the appropriate 
agency to administer this legislation. To be sure, it has had substantial ex- 
perience in dealing with disclosure of corporate finances, but health and welfare 
plans function in a setting with which the SEC has had little experience. 

We have stated the principles which are, in our judgment, indispensable to 
sound legislative policy in the area of health, welfare, and pension programs. 

1. Full and comprehensive disclosure should be the guiding principle of Federal 
legislation. 

2. Disclosure should apply to all health, welfare, and pension plans. 

3. While Federal legislation should be limited to disclosure, State laws can be 
enacted or strengthened in the area of insurance practices and the enforcement 
of laws relating to the fiduciary obligation of trustees of health and pension 
plans. 

4. The Federal disclosure statute should be a separate statute with administra- 
tive responsibility lodged in the United States Department of Labor. 

On the basis of these principles, we conclude that Senator Douglas’ bill, 8. 
1122, comes closest to our objectives except for the administration by SEC which 
we understand is not a critical part of the bill in any case. Secretary Mitchell’s 
revised proposal to the subcommittee is also acceptable, except that we would 
prefer to have the basic disclosure requirements spelled out in the detail cov- 
ered by S. 1122. We also agree with the Secretary in placing the administration 
in the Department of Labor. The advisory committee concept providing for 
advice from representatives of the groups at interest is a useful administrative 
device included in S. 1122, but not mentioned in the Secretary’s proposal. 

We cannot accept Senator Allott’s fundamental nremise in 8S. 2137 that level 
of benefits plans should be excluded from the scope of coverage, for reasons 
which we have already indicated. 

Legislation is necessary to require mandatory compliance with essential 
standards of honesty and the obligations of trusteeship. The AFL-CIO is in 
the last analysis a voluntary association of free unions. 

The ultimate sanction which the federation can apply is expulsion. And 
while it is admittedly more difficult for an expelled union to exist, unions in 
the past have, nevertheless managed to survive outside of the federation’s fold 
and, in some instances, to continue the practices for which they were expelled. 

Moreover, the federation does not have the power of subpena; it cannot compel 
the appearance of witnesses and the production of documents. Its force in the 
last analysis is a moral force. It is clear that while moral force is important, 
it needs to be complemented by legal force. 

One other consideration is important here. The AFL-CIO is a federation of 
national unions. It has no way to reach individual officers and local unions 
of national unions except through the national unions. Here again, with respect 
to certain practices, legislation is essential. 

The formal force which the federation can exert is by no means unimportant. 
In many ways it can achieve a measure of conformity, the essential standards of 
honest and ethical conduct which it would be unwise or undesirable for legislation 
to seek. 

The codes of ethical practices put into effect by the AFL-CIO Executive Coun- 
cil go much farther—and necessarily so—than would be proper for legislation to 
go. These ethical practices codes are being enforced; they are not mere paper 
declarations. 

But what is more important is that without overt enforcement through threat 
of disciplinary action, many unions are adopting codes similar to the federation’s 
codes and many more unions are utilizing the codes to improve their practices 
in the administration of health and pension programs. Much progress is being 
made in this direction. 

Illegal wrongdoing is only part of the problem. The labor movement is con- 
cerned with more than adhering to standards of technical illegality. It is no 
disparagement of the efforts of the committee to assert that the larger task is 
that of the labor movement itself. 


Mr. Wutrenovse. I am Albert Whitehouse of the Industrial Union 
Department of the AFL-CIO, a self-governing department of the 
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federation with some 75 affiliates paying dues for more than 7,500,000 
members. Virtually every union with a substantial industrial union 
oe affiliated with the department. 

Your subcommittee, Senator, is entirely familiar with the extent 
of health, welfare, and pension plans. 

I would like to stress for the record, however, that there are now 
some 250,000 of these plans of which about 175,000 cover 25 or more 
workers and about 30,000 cover more than a hundred workers. 

I would also like to point out that the estimated assets of these 
funds are in excess of $26 billion. 

It is true that these are called private pension and welfare funds, 
but they are private only in the sense that they are nongovernmental 
programs. 

Any programs involving $26 billion are the business of the Nation as 
a whole. There is too much at stake in these plans, how the funds are 
invested and how they are administered, to permit the facts about them 
to be hidden from the public. 

The majority of the funds now in operation are funds that have 
come into being because of collective bargaining. These funds cover 
millions of union members. About 80 percent of all union contracts 
provide for such funds. 

The Supreme Court has ruled that such funds are properly the sub- 
ject of collective bargaining. Even industry has admitted. that the 
amounts placed in such funds by employers are in the nature of a 
deferred wage. 

Workers covered by the funds therefore have the right to know that 
they are being properly administered. 

Certainly this must be the case since the average worker today plans 
his life and that of his family around the security that comes 
from his employment just as much as upon the direct wage income. 

Whether we shall have prosperity, whether our economy will ex- 
pand fast enough and whether or not we can look to a feature of eco- 
nomic stability depends in part upon the kinds of investments made. 

In the area of fund investments, the use of pension and welfare 
trusts could even be crucial under some circumstances in view of their 
size. 

Certainly we need more light and less heat upon the whole question 
of welfare funds and disclosure. 

Organized labor recognizes that there have been abuses in the han- 
dling of joint funds, and that there have been some few instances in 
which labor leaders have betrayed their trusts. 

It also recognizes that there have been no large-scale looks at the 
management side of this picture. Labor wants the whole picture 
corrected. It feels that the best way to correct any present or future 
transgressions is to require full disclosure on all funds. 

Labor has taken this position from the start. 

It welcomed the investigation begun by your subcommittee under 
the chairmanship of Senator Ives, and we would like to compliment 
your committee for its work to date, and we hope that your findings 
will result in legislation which will help us police our own ranks. 

We have been for the Douglas bill, S. 1122, and we are happy to note 
that this legislation’s objectors have won the support of Secretary of 
Labor Mitchell speaking for the administration. 
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We welcome the bipartisan support that is being shown. 

As things stand now, everybody is in full agreement about the need 
for disclosure except for some of industry. 

I for one cannot believe that everybody is out of step except 
industry. 

Certainly industry has no right to impose upon America a standard 
of conduct applicable to labor but not to itself. By now it has been 
made fully clear to your committee that about 92 percent of all plans 
are unilaterally administered by industry, and that only about 8 per- 
cent are administered either jointly by labor and management or by 
unions alone. 

Industry now says that it is all for disclosure for the 8 percent, but 
that any disclosure of the 92 percent of the plans where the big money 
lies is socialism. 

At least this is what the NAM and the chamber of commerce say. 
Everything is socialism to the NAM if it is good for the people. When 
will the organized manufacturers come out of the 19th or 18th century ? 

When will they learn that such things as the Securities and Exchange 
Commission’s requirements for information on stock issues has helped 
to save industry from itself ? 

Let the NAM try to tell America today that it is the SEC should 
be abolished because it is socialistic and listen to the horselaugh from 
the American people. 

Why in the name of all that is decent should full disclosure of indus- 
try administered welfare plans be any more socialistic than other 
financial disclosures ? 

Frankly this argument is not worth even the courtesy of an answer. 
Congress certainly has the right to legislate in this area, and any law 
that Congress passes must fal] with equal impact upon all, everybody. 

America has no room for either double standards of morality or 
for class legislation passed in the name of keeping just one sector of 
our population honest. 

The NAM has taken the position that management comes before 
your committee with clean hands and that industry therefore should 
be exempt from any regulation of welfare funds under its control. 

This is nonsense. Just how holy can they get? The whole record 
of big business indicates that it bears watching. 

What have they got to hide? 

I would not argue about this or that pension fund. 

I would like, however, to point out that the temptation for manage- 
ment is greater than for labor because of the number of funds that are 
management controlled, and that no sector of our economy or of our 
country has a corner on either saints or sinners. 

Certainly on the basis of the record, there is as much need for light 
on the affairs of industry that affect the public welfare as upon the 
affairs of labor. The NAM has declared in its publication that it is 
opposed to “racketeering and dishonesty in any guise by any organ- 
ization or individual.” 

It states that it favors prompt punishment for misdeeds. Here we 
are in full agreement with the organized manufacturers. We don’t 
care whether crooks or the sharp-practice boys are in labor or in man- 
agement, but we feel that an ounce of prevention is worth all kinds of 
jail sentences. 
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That is why we want full disclosure. The organized manufacturers 
would have us believe that dishonest businessmen are quickly punished 
but that crooked labor leaders bear a charmed life because they con- 
trol “political officeholders.” 

That is what they said in the NAM news of April 12 and 19. 

Industry’s view of course is that as long as it pays workers agreed- 
upon benefits under level of benefit agreements, what happens to the 
reserves is nobody’s business but its own, even where workers con- 
tribute directly toward those funds. 

Industry in fact tends to look upon these funds as its own. Here 
indeed is the crux of the entire matter. Here is what the NAM News 
of April 12 declares: 

At stake are pension reserves of some $26 billion in company funds, and the 
amount is growing at the rate of $21 billion annually. 

How $214 billion annually is invested is a matter of concern to 
everybody, and is far and beyond even any matter of thievery. 

Can a company get away with putting an I O U in pension or wel- 
fare fund in place of money it owes? 

Can funds be used to support a particular stock or possibly the bond 
market ? 

Can funds be borrowed for purposes not germane to the plant? 

Certainly, the stakes are far bigger than even any kickback, and 
for that matter so are procedures used to purchase securities for pen- 
sion funds. 

What white-haired or favored lad might collect what commission? 

I am not making accusations, but these are matters of tremendous 
import. Let me quote the NAM News again on this matter: 

As usual, broad investigatory powers are granted by any legislation requiring 
disclosure, including fishing expeditions with fines and imprisonment for failure 
to furnish information. Other fines and penalties are provided for false state- 
ments and violations of regulations. 

The NAM agrees that if it did not file proper information, there 
would be penalties. Does it fear the bill because of what might be dis- 
closed by a look at the books in the tens of thousands of employers’ 
plans where there never has been any disclosure of any kind? 

Here is what is asked in the NAM News of April 12: 

What happens when the company publishes the full investment portfolio of 
its pension, hospitalization and other benefit funds? 

That I submit is what America wants to know, just that, what hap- 
pens. There is another problem that seems to be bothering the organ- 
ized employers. They don’t want disclosure because of the informa- 
tion it might furnish for collective bargaining. They admit as much 
in their publication which laments because union negotiators would 
come to the bargaining table better informed on what kind of benefits 
might be possible and practical. 

I do not intend to go into the matter of State control and State 
insurance departments. President Meany of the AFL-CIO did a 
very thorough job on this matter before your committee. There is 
no doubt that requirements under which payments of commissions to 
an agent or broker are mandatory is an invitation to kickbacks and 


bribery, and that the employer is no more immune to this inducement 
than is the labor leader. 
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In many cases the brokerage fees are huge, although there is little 
or no service performed. Regulation of welfare plans, many of which 
cross State lines, cannot be left to the States. The SEC was brought 
into being because State laws could not protect the public adequately. 
Certainly the same principle is involved here where the investment 
of more than $21 billion of reserves annually are concerned. 

There is every reason to require full disclosure where such huge 
sums of money are involved, and where so many workers and the 
public itself are so intimately affected. 

There is, however, no need for legislation at this time concerning 
the content of such funds or for the actual government of the funds. 
These things are better left to collective bargaining which meets the 
situation more adequately in each of the thousands of individual 
situations. I am sure that your committee has no intention of recom- 
mending changes in or restricting collective bargaining in the area 
of welfare and pension benefits. 

Certainly the benefits won through this mechanism for tens of thou- 
sands of workers far outweighs any malfeasance that has resulted in 
the mismanagement of union-management funds. 

I would like to make only one other point here with regard to union 
management funds. That is that management is as responsible for 
administering this kind of fund as is labor, and must bear equal guilt 
for any malfeasance. 

The Taft-Hartley Act specifically makes these funds an equal re- 
sponsibility, on the theory that management wisdom is required for 
fund administration. 

If there has been any malpractice in any of these funds, it is proof 
that management has not done a proper job. I would only say that 
this is just one more reason for full disclosure of all funds, union, 
management and joint funds. 

Thank you. 

Senator Kennepy. Thank you very much. 

I want to ask three questions. 

On these level-of-benefits funds, it would seem that the manage- 
ment does have a great stake in maintaining the cost at the lowest 
possible level. That is the argument that has been put before us, 
and that therefore it is to their interest as much as the employees’ 
that the cost of the program should be at the minimum, and there is 
not the same temptation to permit abuse that there might be in a joint 
plan or in a plan which calls for a contribution of so much money to 
insurance programs. 

Would you comment on why you feel, as there is a self-regulator, 
it is essential that they should be brought under this program, cover- 
age of this kind? 

Mr. Wurrenovse. If I understand your question, Senator, you are 
inquiring of my feelings as to the need for disclosure on so-called 
level-of-benefits plans? 

Senator Kennepy. That is correct. 

Mr. Wuirenovse. They are the vast majority of plans. 

Senator Kennepy. That is right. 

Mr. Wuirenovuse. And control by far the most money and are the 
life security for far more millions of citizens of America, men, women, 
and children, and certainly the thought or temptation of any wrong 
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doing amongst those covering that much money and that many people 
answers itself. 

Senator Kennepy. If they guaranteed that they are going to give 
the workers so much money and it is up to them to finance it, it seems 
to me that they are interested in financing it at the lowest possible 
cost to them, and therefore this provides, as I said, a self-regulation 
to them that might not be present in a plan whereby they would have 
to contribute so much per hour to the insurance program. 

There they don’t have any stake in keeping the cost at the lowest, 
but they do have a stake in the level-of-benefit program in keeping 
the cost to them at the lowest, because they are the ones who have to 
pay the cost of it, and only they. 

{r. Wuirenouse. If you were present at the bargaining table like 
I have been many times when we are bargaining with them, Senator, 
I am sure you would see that they are vitally interested at all times in 
the cost of these plans. That is the main thing that they use in nego- 
tiations with us, the main argument. 

Senator Kennepy. If you make an arrangement whereby in a pen- 
sion plan the workers are going to get $75 a month by the time they 
are 65 and it is going to be financed only by the company and the em- 
ployees are going to make no contribution, then it seems to me that 
there is an obvious stake to the employers in keeping the cost of that 
program as low as possible to themselves. 

They are the ones that are going to have to pay the total tariff. 
Therefore, at least the argument has been made to this subcommittee, 
that there is no need for this legislation because the company has a 
great stake in keeping the costs low and there is not this opportunity 
or encouragement for abuse that there might be in a cents-per-hour 
program. 

Mr. Wuirenovse. I don’t agree with that thesis in the slightest be- 
cause there is just as much opportunity, and because of the impor- 
tance—— 

Senator Kennepy. Obviously they have a great interest in keeping 
the cost as low as possible to the company ? 

Mr. Wuitenovse. But how about the safety factor ? 

What guarantees that the funds will be there 

You may take the position that General Motors or United States 
Steel—if they are broke, why, the Nation is broke. But there are 
hundreds of thousands of these plans. They are not all General Mo- 
tors or United States Steel companies with unlimited resources. 
Many of them are small companies, marginal, and these people want 
to know. 

You certainly would and I would, if we were working in a plant 
and banking on the protection of a health, welfare, and pension fund, 
want to know that the money was there. 

Senator Kennepy. But the union does not insist that all these plans 
be funded ? 

Mr. Wurirenovse. No, we are not insisting on that. 

Senator Kennepy. Therefore, what assurances do you have on any 
of these plans? 

You get a general report—a United States Steel witness the other 
day gave us an example of the sort of report they make in which they 
indicate what percentage is in Government bonds and in common 
stocks, in railroads and so on. 
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They don’t give the names of the stocks. They give a general break- 
down which is available to the employees as to which category the in- 
vestments may be in, but they don’t have a funded plan. You have no 
assurances that any of these plans will be disclosed or not. It just de- 
pends on the security of the company. 

Mr. Wurrenovse. That is another reason why we want disclosure. 

Senator Kennepy. You have a general idea of the position of the 
company. They are guaranteeing to pay you the money. If it is not 
funded, what is it they have to disclose—except their general eco- 
nomic position, of which obviously any informed union has a pretty 
good idea ? 

Mr. Wurrenovuse. A vast majority, Senator, of the plans are not 
completely noncontributory. It is the other way around. Even in the 
largest ones they are contributory to a certain extent. Pension funds 
are not, but the health and welfare plans have virtually all some degree 
of contribution. 

Senator Kennepy. The health and welfare plans at least don’t seem 
to me to be quite as much involved here because the money is being 
paid out constantly, in the sense that wages are being paid out, and 
therefore if the company goes bankrupt, of course the health and wel- 
fare plan would be bankrupt, too, but you would not be getting wages 
either. 

But in a pension plan, where you are looking forward to a return in 
20 or 25 years, you have a much greater stake in the ultimate financial 
position of the company, in a sense. What I am asking is: Why is it 
necessary to report, when these plans are not funded and when the em- 
ployer obviously has told you he will pay so much per month at age of 
65 per employee, he therefore has an interest in maintaining the cost 
of that program at the minimum as he has in all of his costs. 

He wants to keep all of them down. Therefore, I am wondering 
whether the plans are not really self-policed and why it is necessary 
that those plans should be reported. 

Mr. Wurrenouse. We assume that every leader of labor, too, wants 
to do the right thing, but we have found out 

Senator Kennepy. But he does not have quite the stake in some of 
these plans. I am just talking about the plans. 

Mr. Wutrenouse. I think he does, Senator. I can’t differentiate 
between the stake of a responsibility to the people 

Senator Kennepy. I am not putting it on an ethical standard at all. 
Let’s assume that the ethical standards are both the same. 

I am just talking about the actual cents-per-hour, that there is a 
definite incentive to an employer on a nonfunded level-of-benefits plan 
to keep the cost. as low as possible. 

Mr. Wurrenouse. I am quite willing to agree that that is incentive 
but I don’t say that that answers the question. 

I will turn it around and say in spite of that, Why not have dis- 
closure? There is a selfish incentive there to do the right thing, but in 
the first place we want fully funded plans every piace that we can get 
them, and many of them are, but it falls of its own weight it seems 
to me. 

It does not stand alone that just because you have a selfish monetary 
interest to be honest that you are going to be. 

What if you are not? The stake of these thousands of people 
depending upon it, we think that there will be a double safeguard, 
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put it that way, if there is full disclosure, and turn the question 
right around. That is not any assurance. 

Why not have full disclosure there? 

That selfish interest is great not to bankrupt ourself, but there 
have been cases where people benefited from bankruptcy and did it 
deliberately. If it could be fixed so it did not hurt anyone but them- 
selves regardless of what they do, then all right, but there is too much 
at stake here, the livelihood and suffering of individuals or people 
when they are sick and cannot help themselves, and we think that 
because of the abuses brought out by labor and management—I am 
not excusing my own house, so to speak, the labor leaders that have 
mismanaged these funds and been crooked, but that is brought home 
— forcibly than ever to us that we want full disclosure on all of 
them. 

There is absolutely too much at stake for men, women, and children, 
and at the time when they can least help themselves, sickness and 
old age, when they are too old to work and too young to die and 
most everyone has forgotten them and gone by. 

There is no more poignant and forceful matter than what we are 
dealing with here with women, children, and men too old to work and 
too young to die who are sick and helpless. 

That needs every assurance and protection that can possibly be 
given. We cannot understand why there is objection to full dis- 
closure on this matter. We feel that if there was a bill reported out 
by your committee and passed, that that would insure, go a long 
way toward insuring, to these people that they would have these 
benefits. 

At least we would like to see what would happen after that law was 
passed, take a look at it. 

Senator Krennepy. The only other question is whether it ought to 
be in the Department of Labor or the SEC. 

As it involves billions of dollars—30 or 35 billion—mounting up 
steadily every year and is going to be the largest source of capital 
in the United States, it seems to me that the SEC may be best equipped 
to deal with this problem, 

It is going to have a tremendous influence on the future economic 
development of the United States to consider where these sums are 
going to be invested. 

Are they invested in bonds, are they invested in new factories, are 
they invested within the company, are they invested in the stock 
market and, if so, where ? 

All of these questions, it seems to me, indicate that these funds 
involve not only the rights of the company and the employees but also 
the rights of the people of the United States. 

I am not sure that the SEC is not best equipped, better equipped, 
than the Department of Labor, to follow all those capital trends and 
to make some judgments on them. 

Mr. Wurtrenouse. We don’t feel that way. 

Senator Kennepy. This is not really a Fair Labor Standards Act 
and we are not policing it to see that certain minimum standards are 
met. It is a Disclosure Act and obviously the Department of Labor 
could receive the pertinent information that it would need as to what 
the general trend of these plans are, as far as they benefit the employees. 
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But as far as this whole question of investment policy, and so on, is 
concerned, I am not sure that the SEC is not the best place to put it. 

Mr. Wurrenouse. If this was just a matter, Senator, of money, 
I might be inclined to agree with you but it is not. You lose sight 
of the fact that there are myriads of these plans negotiated through 
collective bargaining and under conditions of all sorts. 

I would not begin to say—and I don’t know that there has been any 
study of the complete pension and health and welfare plan figure. 

Our Department is in a position to know more generally about that 
than any other one source I suppose in labor, but we don’t know. We 
do know this: there are countless different ways and conditions under 
which they are negotiated and brought into being. For that reason we 
feel that the Department of Labor is the best one, because this is not 
a matter of only—and this matter I want to point out too, Senator, is 
treated quite extensively on page 7 of President Reuther’s testimony, 
page 7 and part of 8 and also by President Meany. 

In other words, I think you will find that every labor representative 
that would testify before your committee ania be in favor of the 
Department of Labor because it is not just solely a matter of the money 
and that the Department of Labor 1s better equipped to enter the 
union-management setting. 

Senator Kennepy. The other argument is that you are going into 
employer plans involving billions of dollars, and just as labor has some 
suspicion, and quite rightly, of the Department of Commerce’s ulti- 
mate interest, so the employer has it of the Department of Labor’s 
ultimate interest. 

Obviously, both have a somewhat different point of view. 

The interests of the Labor Department are those of the wage earner; 
and the Department of Commerce interests the businessman; at least, 
that is the simple explanation, and therefore the latter might be more 
satisfied with it if it was in the SEC, which represents a more neutral 
position. 

Mr. Wurrenovuse. But these were brought into being by union- 
management negotiations through collective bargaining. The fig- 
ures—I don’t know exactly what percentage are in existence by uni- 
lateral agreement, wholly management instigation, but I do know the 
vast majority are in existence today because of the union. 

I know in my own union, the United Steelworkers of America, we 
had to strike in 1949 to force the company to take a governmental 
border decision on bringing them into being. 

Senator Kennepy. Senator Murray ¢ 

Senator Murray. No questions. 

Senator Kennepy. Senator Allott? 

Senator Attorr. Mr. Whitehouse, I was hoping that we would have 
Mr. Reuther here this morning in order that we could question him 
about his views on this matter, and I want to preface my own questions 
with one statement first because we are subject to so much misquoting. 

I have said in these hearings many times, and I say it again, that 
dishonest men are where you find them and I am sure you will agree 
with that. 

Mr. Wauarrenovse. I did not get the question, sir. 

Senator Atxtorr. Dishonest men are where you find them. They are 
not all in management nor are they all in labor unions. 
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Mr. Wutrenovuse. That is right. 

Senator Atxorr. Nor are they all out of church nor are they all in 
one church. 

Mr. Wuirtenovse. I agree with you. 

Senator Atuorr. Dishonest people are where you find them. 

Mr. Wuirenouse. Yes, sir. 

Senator Atiorr. And I think you will agree with me that we must 
approach this matter on an objective basis rather than a prejudicial 
basis. 

Now with that in mind, I would like to read a statement, a portion 
of the statement submitted here by Mr. Reuther: 

Senator Douglas, in commenting on this point, indicated: 

“Our committee studies began with union and jointly administered plans and 
only in the last stages did we begin to dig more deeply into the practices of em- 
ployer-administered plans in this field.” 

He commented further: “It is difficult for me to understand why anyone would 
oppose disclosure unless he has something to hide. It is certainly an extra- 
ordinary situation that there are employers who do not want the facts known 
about their own welfare and pension funds. 

“I should think that companies would want to be the first to bring out the 
facts.” 

Now, first of all, 1 would like to correct the record and correct Sen- 
ator Douglas’ statement in this matter. 

The resolution which created the special subcommittee for the 84th 
Congress did not direct that subcommittee to investigate just jointly 
administered plans, that is No. 1. 

No. 2, I believe that altogether the staff of the committee looked into 
twelve hundred-and-some-odd plans, and when this investigation be- 
gan, they were looked into indiscriminately regardless of whether 
they were employer administered plans or jointly administered plans 
or union administered plans. I think the record should be made very 
clear about this point—and I think perhaps Senator Douglas with his 
great pressure of work has simply forgotten what the facts were with 
respect to that. 

I want to straighten out that record. 

Do you have something you want to read there? 

Mr. Wuirenouse. Yes, it is a quote from the report of the subcom- 
mittee itself: 

Final report submitted to the Committee on Labor and Public Welfare by Sub- 
committee on Welfare and Pension Funds: 

While a number of unilaterally administered level of benefits plans were 
studied, time permitted a detailed examination of only one, namely, that of the 
General Motors Corp. 

Since this plan is set forth in detail in section 6-A of this report, only the 
handling of reserves and the lack of disclosure of the details of the financial op- 
eration will be dealt with here. 

Senator Atxorr. That statement, even though it is in the report, is 
not completely true: You can take that from a person who was pres- 
ent during all and each and every one of those hearings, and I am 
aware of what the committee was doing. 

I was interested in your statement, and I had to just write down 
part of what you were saying, when you said that we need in effect, 
and here is what you said, legislation to “help up police our own 
ranks.” 

You do agree then that there is legislation needed to help police 
this whole field? 
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Mr. Wurrenovss. I am testifying in favor of full disclosure on all 
of these funds. 

Senator Arrorr. Now, Mr. Whitehouse, let’s go into this matter 
of costs a little bit. Of course you are not a part of the UAW your- 
self personally, are you ? ‘ 

Mr. Wurrenovse. No, I am not a member of the United Auto- 
mobile Workers of America, but. Mr. Lesser here is. 

Senator Atorr. I would like to ask this question of Mr. Reuther. 
How many people do you have in your AFL-CIO employed in this 
general area with respect to welfare funds and research ? 

Mr. Barbash I have seen many times over here. He has testified 
many times and accompanied other people here. 
wate many people do you have in this research area of the AFL- 

Mr. Barpasu. Are you addressing the question to me? 

Senator Atxorr. You can answer it, if you wish, Mr. Barbash. 

Mr. Barzasn. I could just take a guess and in terms of full-time 
specialists in health and welfare funds employed by the unions, I 
would say that it would probably come to something on the order of 
15 or 20 for the whole movement, sir, not for the AFL-CIO alone 
but including the affiliated unions. 

Senator Axxorr. Let’s look at this cost. You have indicated that 
the cost is a very important item. 

Mr. Whitehouse, you don’t mean to contend to this subcommittee, 
do you, that you don’t know with respect to your studies on any par- 
ticular fund what the cost of that particular benefit is down to a 
fraction of a penny an hour ? 

Mr. Wurrenovse. We get down into mills when we are bargaining. 

Senator Atxorr. I am sure that you do. 

Mr. Wurrenovse. I would like to say we would be glad to disregard 
that, but management won’t bargain with us any other way. They 
begin to cry about the costs immediately. 

Senator Atiorr. But you say that you have to know what these 
funds contain, what is being done with them. 

Now, hasn’t the National Labor Relations Board held that the em- 
ployer must disclose to the employee in collective bargaining all of 
the relative data when you are bargaining with respect to a certain 
fund ? 

Mr. Wuirenovuse. Yes, the NLRB has ruled 

Senator Attorr. That is what counsel informs me, that such is the 
decision of the NLRB. 

Mr. Wuirenovuse. Yes. 

Senator Atxiorr. So that when you sit around a table and bargain 
with an employer, we will say, upon a level-of-benefits basis, you do 
have all of the pertinent data given to you, do you not? 

Mr. Wurrenovuse. If we ask for it. 

Senator Auxorr. If you ask for it; yes. 

Mr. Wurrenovss. It is not that easy. If you have to, and in many 
cases you do have to go to the Board to force it; it takes a year or two 
sometimes. 

While the Board has ruled that a company must do that, many, many 
companies ignore it, and, before you could force a company to do it, 
you would be without a contract several years, Senator. 
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Senator Atxorr. You are no different in that way than the em- 
ployer is; if you don’t do something that he wants you to do, he has to 
sit and wait until he can get legal recourse. You don’t want us to 
jerk everything out from under the courts so that no one has recourse 
to courts, do you ? 

Mr. Wurrenovse. I am just pointing out the delay. I did not want 
by your questioning to have myself agree that this information is forth- 
coming immediately upon request, because it is not, or that we can go 
to the Board and ask to get it, and they will get it for us aman. 
That just isnot the case. You know that. 

Senator AtLorr. No, but the NLRB has ruled —— 

Mr. Wurrenouse. That is right. 

Senator Atiorr. And, until overruled, that is the law of the land? 

Mr. Wurrenovse. That is right, but, like many of the other rulings, 
it takes 2 or 3 years to enforce them. 

Senator Atiorr. That is true with a lot of things, Mr. Whitehouse. 

Mr. Wienttenovuse. That is right. 

Senator Atiorr. A man may have a very clear-cut legal right under 
the law and it still may take him 2 or 3 years to enforce it. 

Mr. Wuirenovuse. I am just stating the facts, Senator. 

Senator Axtorr. Unfortunately, that is a disadvantage of our 
American system of judiciary and government though it is also a very 
great advantage at times. 

Mr. Wuirenovuse. I just want to point up the importance of that 
though in a collective-bargaining session. 

Senator Atxorr. Let’s get to this thing deeper. 

Mr. Barbash, I think, will recall at one of our sessions in 1955, when 
I believe he was here, when we went into this, and someone who ap- 
peared in behalf of the AFL and CIO admitted that on the studies of 
these plans, he finally admitted although it took a long time, that they 
had a pretty good idea what actual cost of each of these plans was 
when they were bargaining for it across the table. 

Now you would not contend, for example, with General Motors 
contract in bargaining for it, in bargaining for these fringe benefits, 
that you don’t know within just a fraction of a small percentage what 
they are costing General Motors, would you? 

Mr. Wurrenouse. Some unions they do know that, but a lot of the 
other unions do not have the resources to have experts, actuaries, and 
accountants in this field who do not. 

They have no idea. 

Senator Attorr. Let’s examine that question. 

Let’s assume that the Acme Corp., and this is a hypothetical cor- 
poration, just so we don’t cast any inferences, let’s assume that the 
Acme Corp. is coming up to the negotiation of a bargaining contract 
with a union, and one of the things they are going to bargain about is 
fringe benefits, and that they now presently carry a plan with corpora- 
tion A, an insurance company. i 

There is nothing to prevent your people from going to corporation 
B or C or D—we have many, many very big, huge insurance compa- 
nies in this country—and saying to them, “Look, corporation B, we 
are getting from Acme Corp. which handles their insurance through 
corporation A, a specified number of benefits. 

“Now here is our industry, what will you sell this to us for?” 

They can goto C, they can go to D. 
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Mr. Wutrenovse. That is right. 

Senator Atxorr. And can find out exactly or almost exactly what it 
is costing the employer in that manner, and they can also find out 
whether when they go to the bargaining table they are getting a bad 
deal or a good deal. 

Mr. Wutrenovse. Goahead. I want to see what point you are mak- 
ing, Senator. Let’s assume that that is so. 

Senator Autorr. That is it, that is the point, that they do know 
where they are. They do in effect have disclosure. They know what 
the costs of the plans that they are bargaining about are. 

Mr. Wuirenouse. But that does not mean that that is what the 
other employers costs are. 

Senator Atiorr. You are certainly not going to contend that you 
have to know the employer’s cost as a convenience to the overall head 
of all of these—— 

Mr. Wurrenovse. I am contending that many of the employers 
and President Meany testified to some of them—will take take the 
higher cost because of interlocking directors and so forth, the higher 
cost plan. 

That I am contending, very much so, and can add a number of 
companies that will do that. 

Just because some union goes and finds by talking to another insur- 
ance company itself about costs and gets a lower figure, companies 
won't take it all the time, not every company. The record is clear 
7 companies have refused the unions’ request to have competitive 

idding. 

Senator Atxorr. On the other hand, there is testimony in the same 
hearings you have here that some 13 of the larger companies in the 
United States do advise and consult with the representatives of the 
union when they make their insurance selections, 

Mr. Wurirenovse. Some of them do; yes. 

Senator Atxorr. I presume you have read that in the report there, 
have you, that you just referred to? 

Mr. Wurrenovse. I don’t think we referred specifically to the 
number. 

Senator Atxorr. It is in that report. The only point I am really 
trying to make here is that I think it is unfair to try to claim that a 
union does not come to a bargaining session on these fringe benefits in 
essentially the position of being equal and having equal knowledge be- 
cause you have too many resources and too many opportunities for 
learning and investigating at your command. 

Mr. Wuirenouse. Many unions do not have access to that knowledge 
for the reasons I have stated, because of lack of enough resqurces, and 
again I am pointing out that even if they did, that does not make sure 
that the company will take the lower figure because it is upon record, 
and I am only repeating, Senator, it is clear in the record that a lot of 
companies do not agree to competitive bargaining. They want to pay 
more because of interlocking directorates and helping out friends. 

Senator Atxorr. I think you will have to justify that statement, and 
it is my sincere hope that some of the people will do so. 

I wish I had been here and had an opportunity to examine Mr. Reu- 
ther, but I would like to have you document your statement about inter- 
locking directorates and excessive costs. 
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If that is so let’s look into it, let’s find that out, but there is nothing 


that this committee in its previous sessions was able to find which 
disclosed that. 


I will admit in these previous sessions we started out investigating 
the whole field, and I will admit that the investigation boiled down 
primarily to the jointly administered funds. 

But that was where the difficulty was, and that is where the com- 


mittee found the difficulty, and naturally it spent a great deal of 
its time on it. 


Now you said here brokerage fees are huge. Will you supply this 
committee with a list of instances, in unilaterally administered plans 
or level-of-benefits plans where you consider brokerage fees huge. We 
would be happy to have them; we need them for correct appraisal 
of this. 

Mr. Wutrenouse. Senator, there are—— 

Senator Atiorr. Would you give usa partial list? 

Mr. Wutrenouse, Yes. 

(The following letter was subsequently received for the record :) 


AFL-CIO, INDUSTRIAL UNION DEPARTMENT, 
Washington, D. C., July 24, 1957. 
Mr. Pavutr J. COTTER, 


Counsel, Subcommittee on Welfare and Pension Plan Legislation, 
Washington, D. C. 

Dear Mr. Correr: During the course of my testimony in favor of a full dis- 
closure bill on all health, welfare, and pension tunds before your committee on 
Monday, June 24, 1957, I agreed under questioning from Senator Gordon Allott 
of Colorado to furnish a list showing interlocking directorates between some of 
the large industrial corporations and insurance companies. 

Therefore, I am attaching herewith a list of six large corporations (General 
Motors, United States Steel Corp., General Electric Co., Swift & Co., and Armour 
& Co.) showing directors who are also directors of insurance companies. The 
source is Poor’s Register of Directors and Executives. 

Of course, no definite chearge is made that these specific interlocking director- 
ates necessarily influence the choice of insurance carriers of the companies 
involved. However, the list does substantiate my statement that the interlocking 
directorates do exist in many cases other than those shown herein. 

Best wishes. 

Sincerely, 
ALBERT WHITEHOUSE, Director. 


GENERAL Morors 
Clay, Lucius D., director 
Metropolitan Life Insurance Co., director 
Douglas, Lewis W., director 
Mutual Life Insurance Company of New York, chairman and trustee 
Employees’ Liability Assurance Corp., Ltd. (United States branch), chair- 
man and executive committee 
Mellon, Richard K., director 
General Reinsurance Corp., director 
Stradella, Charles G., director 
General Exchange Insurance Corp., chairman 
Motor Insurance Corp., chairman 


UNITED STATES STEEL CORP. 


Anderson, Arthur M., director 
Federal Insurance Co., director 
Black, James Byers, director 
Equitable Life Assurance Co., director 
Firemen’s Fund Insurance Co., director 
California Pacific Title Insurance Co., director 
93947—57 
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Ingersoll, C. Jared, director c 
Indemnity Insurance Co., director 
Philadelphia Fire & Marine Insurance Co., director 
Mutual Assurance Co., director L 
Insurance Company of North America, director 
Nagle, Alexandria G., director 
Federal Insurance Co., director 
Vigilant Insurance Co., director 
Prudential Insurance Company of America, director 


CHRYSLER CORP. 
Dodge, Joseph M., director 
Equitable Life Insurance Company of Iowa, trustee 
Kelley, Nicholas, director s 
Equitable Life Assurance Company of the United States, director, member 
of executive committee 
MeNeill, Robert E., Jr., director 
Continental Insurance Co., direetor 
Northern Insurance Co., director and member, financial and executive 
committee 


an 


Assurance Company of America, director, member financial and executive ] 
committee 

Autoplan Insurance Co., director, member financial and executive com- | 
mittee 


Trippe, Juan T., director 
Metropolitan Life Insurance Co., director 

Van Boniel, Leroy Allison, director 
Transportation Mutual Insurance Co., director 


GENERAL ELEctTrRIc Co. 
Colt, S. Sloan, director 
Provident Fire Insurance Co., director 
Royal Exchange Assurance Co., member, United States Advisory Com- 
mission 
State Assurance Co., Ltd., member financial advisory board 
Car and General Insurance Corp., Ltd., member financial advisory board 
Dickey, Charles Denston, director 
Church Life Insurance Corp., director 
Church Fire Insurance Corp., director 
New York Life Insurance Co., director 
Gardner, G. Peabody, director 
Massachusetts Fire and Marine Insurance Co., director 
Massachusetts Hospital Life Insurance Co., director 
Montgomery, George G., director 
Matson Assurance Co., director 
Morgan, Henry Sturgis, director 
Aetna Insurance Co., Hartford, director 
Reed, Philip D., director 
Metropolitan Life Insurance Co., director 
Williams, Lewis Blair, director 
National Life Insurance Co., Montpelier, Vt., director 
Woodruff, Robert W., director 
Metropolitan Life Insurance Co., director 


Swirt & Co. 
Healt, Henry Townley, director 
Equitable Life Assurance Society of United States, director 
Teachers’ Insurance & Annuity Association, trustee 
Brenton, Woodward Harold, director 
Brenton Bros. Insurance, president and director 


Armour & Co. 


Chewning, Edmund Taylor, director 
John Hancock Mutual Life Insurance Co., director 
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Clark, Paul Foster, director 
American College of Life Underwriters, vice chairman and life trustee 
Boston Insurance Co., director 
John Hancock Life Insurance Co., Boston, Mass., president and director 
Leavell, James Reader, director 
Gulf Life Insurance Co., director 
Livingston, Homer J., director 
Continental Casualty Co., director 
Continental Assurance Co., director 

Mr. Barrasn. Some of them are in your record, Senator. 

Senator AtLorr. Those are in jointly administered funds. 

Would you consider and do you consider the uniform decremental 
scale adopted as excessive brokerage fees ? 

Mr. Wutrenovuse. Consider what? 

Senator Atiorr. The uniform decremental scale that has been 
adopted as excessive ? 

Mr. Wuitreuouse. I would have to know the full situation. 

I am not technician enough to comment on any actuarial scale or 
brokerage scale myself. 

I am not a technician in those fields, Senator. I just know this: 
That in many cases in many States they do require brokerage fees to 
be paid, even though the broker has not rendered any service, and of 
that I am advised by our experts that we hire in that field, and I think 
President Meany has referred to them and President Reuther both 
in their testimony. 

Senator Attorr. Let me ask you this—— 

Mr. Wurrenovuse. And we had a man who President Meany referred 
to by the name of Saperstein. 

Senator Atxorr. I would like to talk about him too, Mr. Whitehouse. 

Mr. Wuirenouse. Yes; but I want to emphasize the same point 
President Meany made. We think there are some others. 

Senator AtLorr. What? 

Mr. Wutrenovuse. We don’t think that is the only one, or at: least 
we feel that certainly full disclosure ought to make sure there are 
no more. 

Senator Attorr. Saperstein was in a jointly administered fund, 
as you will recall, the laundry workers? 

Mr. Wurrenovuse. We are not concerned with whether it is jointly 
or 

Senator Atiorr. The point is you are not concerned but neverthe- 
less the abuses, the main, chief, and only significant abuses that this 
subcommittee found were in the jointly administered fund ? 

Mr. Wurrenovuse. That I submit, Senator, is because you did not go 
far enough into it. 

Senator Auvorr. It went clear through the 83d Congress and it 
went clear through the 84th, Mr. Whitehouse. 

Now I would like to get to another point here and that is this: In 
the question of level of benefits, a level-of-benefits plan is a bargained 
plan, isn’t it ? 

I mean the employer agrees to give certain benefits or I will say 
not give but to provide certain benefits on either a contributive or a 
noncontributive basis? 

Mr. Wuirenovse. That is right. 
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Senator Ansorr. And it is the result of an agreement or else the 
result of a course of conduct which is in substance an agreement; is 
that right? 

Mr. Wurrenouse. That is right. 

Senator Ariorr. So that at a bargaining table you always have the 
choice—and I might intersperse that labor being depicted as a poor, 
weak, downtrodden personality simply is not true any more. 

They are strong, they are capable, they are brilliant. 

Mr. Wurrenouse. When you speak of them as 15 million members, 
yes, that is strong, but that is not the case in specific bargaining 
sessions, Senator. 

Senator Auxorr. In those things you always have the opportunity 
of bargaining when you are entering into a collective bargaining agree- 
ment whether you are going to adopt a plan upon a cost basis or a 
level-of-benefits basis, don’t you ? 

Mr. Wurrenouse. No. The employer has an awful lot to say about 
that. 

Senator Auuorr. That is right; but he does not have any more to 
say than you; does he? 

Mr. Wurrenouse. It depends on who he is. 

Senator Antorr. But at least you always have the right to bargain 
for it just as he has the right to bargain for either a selection of a 
level-of-benefits plan or what is generally known as a cost plan. 

Mr. Wurrenovse. That is right. 

Senator Ariorr. You have referred to the practice of the joint 
trustees breaking down and that management has not achieved and 
assumed its responsibilities as trustees. 

Did I interpret your remarks correctly in that? 

Mr. Wurrenovse. Yes. Insome cases. 

Senator Atxorr. In some cases. And with what we studied I am 
inclined to agree with you. But I will ask you if you have ever read 
the testimony in relation to the Tuck Pointers Union—I forget the 
name of it—of Chicago, of which Mr. Gallagher is the president. 

Did you ever read that testimony, sir ? 

Mr. Wuirenovse. No, not personally. 

Senator Auiorr. If you ever read that testimony, you will find 
ample evidence in there I think to convince you of mental and per- 
haps physical coercion to prevent trustees from assuming their respon- 
sibilities, and if you will read all of the testimony produced before 
the committee in the 84th Congress, I think you will find other 
evidence of it. 

Now I want to ask you a question. 

Have you ever given any thought as to what steps might be taken 
or what might be written into a law to make these jointly administered 
funds truly jointly administered so that the employer representatives 
do not have to fear, as they did in the Tuck Pointers case specifically, 
retribution from the unions. 

I think we all agree that if these things are going to be truly right, 
they must be actually jointly administered. ; 

Have you given any thought as to how we could make that an 
actuality ? 

Mr. Wurrenouse. Not specifically, Senator, but I would like to 
point out that only about 8 percent are jointly administered. Over 
90 percent are unilaterally administered. 
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Senator Attorr. I am fully aware of that. 

Mr. Wurrenovuse. And let me ask you a question, Senator. 

Do you feel that any of this, whether it is jointly administered or 
unilaterally administered or whether it is level of benefits or any other 
kind, what is the reason we should not have full disclosure? _ 

Isn’t it a lot like, saying nobody will sign because they will go to 
Hell if they do? 

That does not keep people from signing. 

Senator Ariorr. Let me tell you this: I will not assume my preroga- 
tive and refuse to answer your question. I am going to answer it 
for you. 

It is simply because in the level of benefits plan the funds do not 
belong to you. Youcan’t sue for them. 

If you could have you would have sued in many instances, but they 
don’t belong to you. 

Mr. Wurrenouse. They have been tax exempt because the Internal 
Revenue Commission and the laws of this Nation have ruled that they 
are deferred wages. 

Senator Atiorr. Now let’s not just say that they are tax exempt 
because that is a trap that a lot of people fall into. , 

Mr. Wurrrnovse. I have not got my first employer that negotiated 
any of these unless he had it clear- 

Senator AtLorr. Wait a minute now. 

Senator Kennepy. Let’s have one at a time talking. 

Senator Atuorr. People talk about them as if they are tax exempt. 
They are simply a deductible item, and the proportion of them there 
they receive a tax benefit on; yes. But you want to also remember 
that they were not called wages in the first instance, and they were a 
part of the original War Labor Act, and the only reason they grew 
into being at that time was because they could be differentiated from 
wages, 

There is this additional difference. If you have a cost plan, how- 
ever it may be administered, the persons who have control of that fund 
can steal, and it hurts just one person, and the laundry workers is a 
typical example of that; is it not? 

There you had a cost plan, and when the money was stolen, over 
$1 million out of $3 million through contributions in less than 3 years, 
over one-third of the contributions were stolen and embezzled by 
union peopple and other people, in that instance the taking of that 
one-third hurt only one group of people, and that was the members 
of the union who were thus deprived of greater benefits, isn’t that 
correct ¢ 

Mr. Wuirenovse. I would assume so. It hurt their dependents too 
of course. 

Senator Atiorr. They and their dependents of course. 

And in the case of a level-of-benefiis plan, if it happens to be an 
employer administered plan, and we will say John Doakes steals or 
he enters into a nefarious agreement with an insurance agent or any 
one of the numerous things which are shown in that report there, then 
in that instance what he does is injure the company, and he cuts down 
the net profits of the company. 

Sut the employee still gets the same benefits. 
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Mr. Wutrenovse. I ‘still say, though, that they should have dis- 
closure—he would feel a lot better about it—in that he is not sure he 
will get the benefits if he feels there is any thievery or skulduggery 
there. 

How would you feel, Senator? I am sure if I worked in a plant 
under one of those plans and the employer was saying to me what you 
have just said to me, that “it is all right if I am crooked or a thief or 
anything else, don’t worry, you are going to get your plan” 

enator Attorr. He does not say that it is all right. 

I am just trying to tell you 

Mr. Wurrrnovse.. Isn’t that in effect what we are saying when—— 

Senator Attorr. You might say it but I am not saying it. 

Mr. Wurrenovusr (continuing). That we should not have full dis- 
closure. 

Senator Axuorr. I don’t think that that is the effect of it at all. It 
is simply that the employee has bargained through his union with a 
level of benefits, and he always has the right to do two things: to bar- 
gain for more or less benefits. Or he can refuse to bargain upon a 
level-of-benefits basis and can bargain on a cost basis. 

In that case he can have control] of the fund if he wishes it, joint 
control. 

Mr. Wurtenovse. I am not prepared to agree in the slightest that 
90 percent or 92 percent of $26 billion of funds governing such a vital 
and important factor as health, welfare, and pension can rest on that 
assumption alone. I feel that we should have the full disclosure and I 
will come back to the first thing that you and I definitely agreed upon, 
and that was that wrongdoers are where you find them. 

In other words, as I said, no group, management or unions, have any 
corner on saints or sinners. 

Senator Attorr. And the statement in this statement—— 

Mr. Wurirenouse. And I think, very emphatically feel, that they 
should all be forced to full disclosure, and then let’s take a look at 
what comes about. 

Senator Attorr. So if you have got a snakebite on your finger you 
would cut off your whole arm ? 

That is what it amounts to. 

Mr. Wuirrnouse. Oh, no. I have heard no testimony or any state- 
ment that would lead me to believe that full disclosure would hurt 
anything. 

What have they to hide? 

Senator Atiorr. Have you bothered to read and study objectively 
the statements in opposition to your position ? 

Mr. Wurrenovse. I have done my best. I have not read it all by 
a long shot, but I have not read anything yet that sounded to me like 
even a half-good argument for not agreeing to a full disclosure law on 
all health, welfare, and pension funds that is money set aside for that 
purpose and that purpose only. 

Senator Atxrorr. With all due deference I am not surprised that 
you cannot see that point of view, but I don’t think you claim to be 
very objective in this case. 

Now I would like to talk about one statement you made in which 
you said that you would like to see every plan funded. I don’t know 
10w we got off into that. I guess it was in — to Senator Kennedy’s 
question. But if you do fund every one of these plans, as, for ex- 
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ample, the welfare plan, were you thinking in terms of just pension 
plans or welfare plans, too? 

Mr. Wurrenouse. I was thinking the most sound plan is a com- 
pletely funded plan. 

Senator ALLorr. You were thinking in terms of 

Mr. Wurrenouse. Sound from the standpoint of insuring benefits. 

Senator Attorr. You are thinking in terms of welfare plans, too? 

Mr. Wurrenouse. Yes. 

Senator Attorr. As well as pension plans? 

Mr. Wurrenouse. Yes. 

Senator Atuorr. Then if you get into that area, if the employer is 
required to fund even the welfare plan, would not you then release, 
and to that extent weaken, the general plan because you would then 
release the employer from backing up the plan and it would be com- 
pletely unfunded ! 

Mr. Wuirenouse. It is for that reason and others that we don’t 
have them all funded, but my remark there was just an aside to Sena- 
tor Kennedy when he remarked that all plans are not completely 
funded. 

I agreed with him, they are not. But I said, and I repeat, that we 
like to have them all funded because that is the most secure. 

There are plans of extremely large companies with huge resources 
that we have accepted without funding because we just felt they could 
go in the bin marked with the name of “Joe Doakes” and get enough 
money when it was required and that they would not “go broke.” 

But there are a lot of companies we have these plans with that might 
“oo broke.” 

Senator Atnorr. Then if they are funded you release the obliga- 
tion of the employer and you weaken the fund to that extent because it 
does not have the strength of the employer behind it any more? 

Mr. Wuirenouse. I don’t call that weakening a fund. 

Senator Atxorr. I think it might well be and a lot of people would 
agree with that. 

Now the New York State laws contains a provision designed to pre- 
vent moneys from welfare and pension funds from finding their way 
into political campaigns, and I am sure, having read al these hearings 
which you have, you are familiar with the information that was 
brought out here. 

Do you feel that a similar prohibition would be appropriate under 
Federal law to the New York law? 

Mr. Wuirenouse. I feel what? 

Senator Atiorr. Do you feel that a similar provision against an at- 
tempt to keep union and welfare funds out of political campaigns 
would be appropriate in the Federal law? 

Mr. Wuirenovuse. Yes, I don’t feel they have any business in politi- 
cal campaigns. 

Senator Attorr. Then you do agree with me that you regard these 
moneys as trusts? 

Mr. Wutrenovuse. Yes, that is right, they are a trust. I have said 
so, and for that reason I cannot understand anyone not wanting to 
make full disclosure, 

Senator Attorr. Do you have any idea of the cost of investigating 
500,000 plans a year ? 
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Mr. Wurrenovse. It would be quite a sum of money. 

Senator Attorr. You or your associates have not compiled any 
figures to indicate how many millions of dollars a year it would cost 
to do this? 

Mr. Wurrenouse. We are not contemplating that we would have 
to investigate all the plans. We would only investigate or get after 
those who did not make full disclosure. 

Senator Atiorr. I presume your position is about the same as the 
rest of your group who back the Douglas bill, and I think if you will 
read that you will find that something is contemplated in that bill 
which is far beyond mere reporting or disclosure. I suggest that you 
read that bill very carefully before you give your wholehearted sup- 
port to it. 

One other thing, Mr. Whitehouse—this committee after a period 
of 4 years has disclosed certain areas, and I don’t say that it is the 
employer administered or the union administered or where, but we 
have disclosed the general area which is the plans which are based 
upon a cost basis where the bulk of the abuse seems to exist. 

The testimony before this committee suggests that it may cost a 
whale of a lot of money and require quite a large group of people 
to administer adequately a reporting plan. What is wrong with 
starting this legislation where we know the major abuses that are 
taking place, and then expanding it later if the situation seems to 
justify an expansion of this registration, reporting and disclosure 
law? 

Mr. Wutrenouse. Everything is wrong with it because in the first 
place you have not I submit in my judgment even begun to investigate 
the employer-controlled plans, I still say in my opinion, Senator, 
that you have only investigated one, and then you stopped pretty quick, 
and that was General Motors. 

I come back again that management has no corner on the saints 
and just labor be the sinner. That is class legislation in a field that is 
90 percent management. 

Senator Atxorr. It is not class legislation. 

Mr. Wurtrenovse. We will admit our wrongs but they have them 
too. 

Senator Atxorr. It is not class legislation if you don’t base it upon 
employer administered plans. 

Mr. Wuirenotse. I have never intended to say, Senator, that just 
employer administered plans should come under the full disclosure 
bill. 

I am certainly saying that all plans, and since 90 percent of them are 
employer administered, you certainly would not agree, Senator, would 
you, that in that 90 percent there is not any chance of wrongdoing? 

Senator Atitorr. No; I would be the last to say that. But you con- 
tinue to make a differential upon whether the plan is administered 
jointly or whether it is administered by the employer? 

Mr. WutrenHovuse. I make no differentiation, 

Senator Atxorr. I am not talking about that, and I have not talked 
about it this morning. 

I am talking about whether plans are upon a cost basis or upon the 
level of benefits basis. 

Mr. Wurtrenovuse. I am concerned, Senator, and I feel that 95 per- 
cent of the people are, with wrongdoing in these plans, regardless of 
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how it affects costs or anything else, and we want full disclosure to 
help stop it. We think it will be a big step toward correcting it. We 
cannot understand what anyone has to hide or why they do not want 
to have full disclosure on these health, welfare, and pension plans. 

Senator Auxorr. I am sure if you will take the trouble to read the 
statements of the other people who have presented the other side of it, 
you will find ample good objective reasons. 

May I suggest again to you that the statement which is contained 
in Mr. Reuther’s statement and attributed to the Senator who headed 
this subcommittee in the 84th Congress and did a very fine job, al- 
though I disagree with some of his conclusions, that he simply has 
forgot ten the facts as they were: 

This was an investigation of all types of union welfare and pension 
funds, and I think that that needs to be remembered and should be 
remembered. 

Mr. Chairman, we have got another man to be heard this morning, 
so I will desist at this time. 

Senator Kennepy. Thank you, Senator. 

Senator McNamara ? 

Senator McNamara. I don’t have any questions, Mr. Chairman, be- 

cause I came in rather late, but this line of questioning that we have 
just listened to leads me to ask the question: Have there been any 
substantial charges of abuse of trust funds in political activities on the 
part of labor ? 

Mr. Wuirenovuse. I have not heard of them. 

Senator McNamara. I understand it is your position that all trust 
funds, all welfare and pension funds, should be treated similarly by 
Government regulation ¢ 

Mr. Wuirenouse. That is right. 

Senator McNamara. Or Government requirements of disclosure 
and reporting ? 

Mr. Wuirenouse. That is right. 

Senator McNamara. Just glancing over the statement that you 
have made, it seems to me that you are asking that a Government 
agency be given authority to go beyond mere reporting and have 
authori ity to examine the records of the funds? 

Mr. Wurrrnovuse. No; I have not testified to that at this time. I 
am taking first things first. First we should have a full disclosure 
law administered for all funds, all types, administered by the United 
States Department of Labor. 

Senator McNamara. Administered by the United States Depart- 
ment of Labor? And what do you mean by administered? ‘They 
should have authority to go in beyond the mere checking of figures 
that have been submitted by the various plans, and have authority to 
verify them ? 

Mr. Wurrenovse. Oh, yes, to verify them. 

Senator McNamara. You do go beyond just the mere reporting ? 

Mr. Wurrenovuse. Yes. 

Senator McNamara. The Department of Labor that you recom- 
mend should have authority to gc Dera 

Mr. Wurrenouse. To ver ify the figures, yes. 

I am not for a moment thinking of just accepting the figures per se. 

Senator McNamara. I am sure that you do agree that they should 
have the authority ? 
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Mr. Wutrenovse. That is right. 

Senator McNamara. There is a question now as to whether or not 
they have the authority. 

here are many statements by the Secretary of Labor and his peo- 
ple that they don’t have the authority to go beyond the aceepting of 
the figures? 

Mr. Wurrenovse. That is right. 

Senator McNamara. Thank you, Mr. Chairman. 

Senator Kennepy. Thank you, Senator. 

Senator Goldwater ? 

Senator Gotpwater. I have just one short question here for Mr. 
Whitehouse. 

As you may know, I have a bill in on this subject, and I am only 
concerned with one particular statement and your reaction to it. 

My bill is S. 1813 and on page 3 of that proposed legislation under 
the provisions (b), I state: 

The detailed basis on which such payments are to be made is specified in a 
written trust agreement with the employer which agreement shall provide— 
and then it lists numerous provisos. 

Down on page 4, the one I am interested in on line 15 is— 

For payment or enjoyment of benefits by all persons on whose behalf contribu- 
tions to the fund are made without discrimination on account of membership, 
length of membership, or nonmembership in any of the labor organizations. 

Would you be in favor of the inclusion of such nondiscriminatory 
language in any bill that would come out of this committee ? 

Mr. Wuitenouse. Would you repeat the question, the last sentence ? 

Senator Gotpwarer. Let me just read again the proviso: 

For payment or enjoyment of benefits by all persons on whose behalf contribu- 
tions to the fund are made without discrimination on account of membership, 
length of membership, or nonmembership in any of the labor organizations. 

Mr. Wuirenovse. I agree there should be no discrimination what- 
soever. In fact by all of our ethical courses in labor we substantiate 
that. 

Senator Gotpwater. Then you are in agreement with Mr. Meany 
on that point ? 

Mr. Wuirenovuse. Yes; I am in full agreement with President 
Meany. 

Senator Gotpwatrr. Mr. Meany said— 

If it is merely designed to see that every worker gets what is coming to him, 
whether he belongs to the union or not, I am for it. 

Mr. Wuirenovse. Yes, if he is in the unit; that is the law now. 

Senator Gotpwarer. That is true. What I was getting at, this 
situation would not apply too generally as you might well under- 
stand, but in certain trade areas it does exist today, and we would 
like to see it in any legislation. 

Mr. Wairenovse. I am in full agreement with President Meany’s 
statement in its entirety. 

Senator Gotpwater. Thank you. 

That is all [have, Mr. Chairman. 

Senator Kennepy. Just one question, Mr. Whitehouse. 

One of the proposals made before our subcommittee is not only 
that we should have disclosure but also that certain practices should 
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be prohibited or limited: investment of welfare pension.money in a 
company’s own economic expansion—not because it happens to be a 
very good investment but because it happens to be a source of ready 
capital to the company—or the use by a union of its welfare or pension 
money in a proxy fight such as we recently heard about. 

Do you think disclosure should be enough or that there should be 
detinite prohibitions against certain practices by both employers and 
employees ? 

Mr. Wurrenousz. I think we should have full disclosure of all 
funds first, and then gather from the experience that that teaches us 
as to what to do, because you are getting Into a field as to the manage- 
ment and investment and so forth that is quite wide. 

I think we need more experience under the full disclosure, first. to 
know all of the many thousands, or hundreds of thousands maybe, of 
facts concerning it. 

If we were talking about 1 plan, 1 set of facts, 1 company, 
all right, but we are talking about a many-faceted field, and full 
disclosure first and then naturally all eyes on that for a while and 
gather from that experience and then go further. 

Senator Gotpwatrr. And you also feel that instead of the Douglas 
proposal which provides for disclosure about 30,000 plans which are 
the larger plans, we should have the approach suggested by the admin- 
istration which would provide for disclosure of all plans? 

Mr. Wurrenovuse. That is right, all plans. 

Senator Gorpwater. While we are very sorry that Mr. Reuther 
did not come this morning, I feel that you have represented the views 
of the UAW very satisfactorily and we appreciate you coming. 

Mr. Wurrenovuse. Thank you. 

Glad to be here. 

Senator Kennepy. The next witness will be Mr. Bird, of the Illinois 
Chamber of Commerce. 

Mr. Bird, we are glad to have you here. 

The subcommittee will have to adjourn at 12 o’clock, so perhaps you 
can be guided by that. 


STATEMENT OF ROBERT W. BIRD, ASSISTANT DIRECTOR, INDUS- 
TRIAL RELATIONS, OLIVER CORP., OF CHICAGO, ILL., AND MEM- 
BER OF THE LABOR RELATIONS COMMITTEE OF THE ILLINOIS 
STATE CHAMBER OF COMMERCE; ACCOMPANIED BY JOHN F. 
THARP, MANAGER, LABOR RELATIONS DEPARTMENT, ILLINOIS 
STATE CHAMBER OF COMMERCE 


Mr. Brrp. My full statement has been prepared in writing and sub- 
mitted for the record. 


Senator Kennepy. That will be placed in the record. 
(The prepared statement referred to follows :) 


STATEMENT OF Rosperr W. Bird FoR THE ILLINOIS STATE CHAMBER OF COMMERCE 


My name is Robert W. Bird. I am assistant director of industrial relations 
of the Oliver Corp., of Chicago, Ill, and a member of the labor relations com- 
mittee of the Illinois State Chamber of Commerce. I am presenting this state- 
ment on behalf of the Illinois State Chamber of Commerce, which is a state- 
wide civic association with a membership of 14,500 businessmen representing 6,000 
companies throughout 400 towns and cities in every part of the State of Illinois. 
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These members are engazed in every type of business, ranging from the largest 
corporations to the self-employed. 

The Illinois State chamber’s labor-relations committee, comprised of 90 mem- 
bers, representative of the chamber’s membership, has seriously studied the mat- 
ter under consideration by this subcommittee and this statement reflects the con- 
sidered judgment of these committee members and also of the Illinois State cham- 
ber’s 73-man board of directors, which has endorsed the recommendations of the 
labor-relations committee. Thus, it is believed the viewpoints expressed herein 
broadly represent those of Tlilnois businessmen. 

My company, The Oliver Corp., of Chicago, Ill, manufactures farm and 
industrial machinery and equipment and outboard motors. We have 9 manu- 
facturing plants in 7 States and employ approximately 7,000 people. 

My company’s activities and problems in the field of employee welfare and 
pension benefit plans are typical of many companies, both larger and smaller 
than we. I will try to explain how a company such as ours handles its health 
and welfare programs, the problems we have, and the relationship between these 
problems and some of the proposed legislation which this committee is 
considering. 

I would like to confine my remarks primarily to pensions and group insurance. 
Most of the employees in my company’s factories are organized. They are repre- 
sented principally by the Allied Industrial Workers, AFL-CIO, the United Auto 
Workers, AFL-CIO, and the International Association of Machinists, AFT.—CIO. 
Our local plant managements at our various plant locations bargain indepen- 
dently with the unions at each location. My job is to assist and counsel] in these 
negotiations and to coordinate the administration of our various collective- 
bargaining agreements, pension plans, and group-insurance programs. 

We bargain with our unions on the subjects of pensions and group insurance 
on a level-of-benefits basis. By that I mean that our negotiations and eventual 
agreements are aimed toward spelling out in detail exactly what benefits will be 
provided for our employees in the pension plan and group-insurance plan. For 
example, we have agreed in our pension plan that any eligible employee who has 
10 or more years of credited service may retire at age 65 and receive a pension 
for life in the amount of $2.25 per month for each year of credited service up to 
a maximum of 30 years, in addition to his Federal social-security benefits. The 
employee, the union, and the company all know exactly what these benefits will 
be. The plan is noncontributory, which means the company pays the entire cost. 
How much is that cost? The answer to this question is the key to this whole 
problem of welfare-fund abuses. 

Under our type of plan, we are not contractually bound to pay any fixed amount 
of X cents per hour into the fund, as is the case in some types of plans. I am 
informed, reliably, I believe, that the abuses in welfare funds that were dis- 
covered by the investigations of Senator Douglas’ subcommittee last year existed 
almost exclusively in connection with a certain type of multiple-employer welfare 
fund created by X cents per hour contributions without fixed levels of benefits. 
The formula there is to pay in the amount specified and then provide whatever 
benefits the money will buy. At first blush, this type of arrangement looks pretty 
simple and clean cut. "What is there about it that makes it potentially fertile 
ground for the unscrupulous? Simple this: No one knows exactly what the 
benefits are supposed te be so no one knows whether the benefits actually received 
are what should be received. There is no easily identifiable fixed point of refer- 
ence by which to determine whether any given employee is getting what was 
bargained for. The opportunity is there for excessive commissions, retention 
fees, administrative costs and even kickbacks, all of which reduce the actual 
amount of money available to provide benefits for the real beneficiaries, the 
employees. 

Funds of this type are required by law to be managed jointly by representatives 
of both labor and management. I don’t doubt that most of these representatives, 
out of common decency and for purely compassionate reasons want to see their 
union brothers and their loyal employees of long standing receive the most 
benefits that the money will buy. But the point is, since there is no readily 
recognizable fixed standard by which to measure the adequacy of the benefits, 
the opportunity exists for inefficient and dishonest practices to creep into the 
administration of these funds with little danger of detection. We heartily agree 
with those who believe that such practices must be stopped. 

Some ask, “Where are the management representatives while this goes on? 
They pay the money, why don’t they protect and conserve it?” 
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That’s a good question and very possibly someone is remiss somewhere along 
the line. But there are two points that should be kept in mind. One is that it is 
typical of the funds in this type of X-cents-per-hour category that they are pooled 
funds; i. e., funds derived from the contributions of many employers, sometimes 
of diverse interests, usually scattered over a wide geographical area, and often 
comparatively small in size. Consequently, there is not the directness of in- 
terest between any one employer and the fund as a whole that should exist in 
order to insure careful policing. The other point is that there is no direct 
financial incentive in these types of arrangements for the people that pay the 
money to conserve it. No matter how efficiently the funds are managed, no mat- 
ter how shrewd the negotiations are with the insurance carrier, each employer 
still pays the same X cents per hour. 

Now I would like to contrast the foregoing type of arrangement with the type 
ef pension fund that we have. The levels of benefits are fixed by contract. 
There is never any doubt in anyone’s mind about whether the benefits provided 
are what were bargained for. 

Our company does not have the custody of the fund. Our contributions are 
paid over to an independent trustee and thenceforth and forever those funds re- 
main for the exclusive benefit of the intended beneficiaries. No matter how 
hard pressed we might be for cash, we can’t dip into those funds and use them 
for buying milling machines instead of paying pensions. Our particular trustee 
is the Harris Trust & Savings Bank of Chicago, Il, a large, reputable trust 
and banking institution of 75 years’ standing. That trustee in turn is governed 
in the handling of the fund by the State laws and regulations applicable to such 
matters. Before we can treat our contributions as business-expense items de- 
ductible for income-tax purposes our plan must qualify and be approved by the 
Federal Internal Revenue Service. This Federal agency takes a good close look 
each and every year at our activities with respect to the fund. It knows how 
many employees we have in the plan, how old they are, and how much we pay 
them in wages. It knows how much we've paid into the fund, what the fund 
has earned, how much has been paid out in expenses and in the payment of 
benefits, and how much remains. 

The trustee prepares annually a summary statement of receipts and disburse- 
ments. An independent actuarial firm whose certifications are acceptable to 
the Federal Internal Revenue Service prepares annually a certification as to 
whether or not the company has met its contractual funding requirements. 
Copies of these statements are supplied to the unions representing the employees 
involved and the information is available to the beneficiaries. 

What else is there inherent in our type of welfare fund that distinguishes it 
from its X-cents-per-hour sister and that renders it immune from corruption? 
The answer is simple. It is some of the same sort of stuff that distinguishes 
our American capitalistic system of free private enterprise from the socialistic 
and communistic concepts of much of the rest of the world—financial incentive. 
By that I mean it is directly financially more advantageous to our company to 
have this plan operated in an honest, efficient manner than otherwise. We are 
coutractually bound to provide certain fixed benefits. The less expensively 
we can provide these benefits, the less money it costs the company. The inde- 
pendent, qualified firm of actuaries previously mentioned determines, using ac- 
cepted mortality and actuarial tables, statistics, and procedures, how much it will 
cost each year to fund the normal costs for the year and to fund the costs of 
accumulated past service over a 30-year funding period. We are contractually 
bound to meet these costs and must establish annually that we have met them. 
But the more income that is produced by investment of the resources of the fund 
and the less of the fund that is expended in its administration, the less the com- 
pany needs to contribute from its current income. Here, then, is a built-in 
thermostat to control excessive expenditures and improvident use of the assets 
of the fund. Prompted by these considerations we regularly review all adminis- 
trative expenses (principally trustee and actuary fees) to insure the best pos- 
sible service for the least money; we audit payments to beneficiaries to insure 
that the conform to the specified benefit formulas and to prevent false or fraud- 
ulent claims; and we review the investment portfolio to insure prudent use and 
conservation of the assets of the fund. The program is in effect self-policing 
for the simple reason that it’s good business for it to be honestly and efficiently 
operated. 

My remarks thus far have pertained primarily to our pension fund. The 
same principles operate with respect to our group insurance program. We bar- 
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gain on insurance with our unions on a level-of-benefits basis. Our collective- 
bargaining agreements spell out the exact amount of life insurance, weekly 
sickness and accident benefits, hospital and surgical coverage. Thus, each em- 
ployee knows exactly the benefits to which he’s entitled under any given set of 
circumstances. This program is contributory; that is, the employee pays part 
of the premium. The amount of the employee’s monthly premium is specifically 
stated in dollars and cents and is not subject to change during the term of the 
labor contract. The company pays the difference, which may be variable, de- 
pending on claim experience and operating expenses. Although coverage is 
provided by contract with a corporate insurance carrier (Continental Assurance 
Co.), it is in effect self-insuring to the extent that costs are adjustable annually 
based upon the previous year’s claim experience and other costs. Thus, the 
same built-in incentive to keep costs at a minimum and to prevent abuses and 
fraudulent claims exists with respect to the insurance moneys as exists in the 
case of the pension fund. 

_. The matter of group insurance premium “rebates” has been the subject of a 
good deal of discussion. There is nothing illegal nor even immoral about these 
so-called rebates. At the beginning of any given insurance year, costs are esti- 
mated on the basis of the coverage to be provided and demonstrated claim ex- 
perience in prior years. If that claim experience proves in fact to be less during 
the year than originally anticipated, the savings resulting from the favorable 
experience are refunded, If the claim experience is greater than anticipated 
on the basis of past experience, the costs for the ensuing year are increased to 
make up for the larger-than-expected claims of the prior year. 

At the time of contract negotiations the company and union agree on the 
premiums the employees will pay for the coverage provided. This amount is 
static for the duration of the collective-bargaining agreement. Insurance costs, 
after deducting premium refunds due to fayorable claim experience, are dis- 
cussed in these negotiations and it is known what percentage of the total pre- 
mium the employee’s share represents as of that particular time. However, 
the labor contract is concluded on the basis that the employee’s premium remains 
fixed in dollars and cents and the company pays the difference in the total cost, 
whatever it way be... This may be greater or less than anticipated. Again, as 
in the case of the pension fund, by careful and efficient administration and 
prudent negotiation with insurance carriers to obtain the required coverage at 
the lowest cost, the company has the opportunity to effectively reduce its costs 
in this area, and this fact provides the incentive that automatically protects the 
program from abuses. 

In view of the types of programs in this area of health and welfare funds that 
I have outlined, what is our attitude toward proposed legislation which requires 
detailed disclosure and reporting to Federal agencies, such as 8S. 1112 and §. 
1145? Weare opposed to it. We do not think it is necessary nor is it an effec- 
tive curb on the abuses sought to be prevented. There has been no demonstra- 
tion of abuses in‘our type of programs. Although there is always the possibility 
of random individual defalcations, just as every once in a while some bank teller 
embezzles a few thousand dollars, routine audit procedures usually disclose 
these and the established criminal code covers them. If existing criminal codes 
are inadequate to cope with these situations, then the criminal codes should be 
overhauled. I believe that H. R. 7030, introduced by Congressman Frelinghuy- 
sen, follows this approach. I am not aware that this bill has a counterpart 
before the Senate at the present time. 

Funds of the type with which we are concerned already are subject to extensive 
reporting requirements to the Federal Internal Revenue Service. These require- 
ments in themselves impose substantial administrative costs to the taxpaying 
public and to the companies and funds. We are not taking exception to these 
Internal Revenue Service procedures because we recognize that the legislative 
intent of raising money can’t be accomplished without certain reasonable dis- 
closure and reporting requirements. We also submit an annual report to the 
Securities Exchange Commission detailing the types of securities purchased by 
our fund, and the changes therein from year to year. The trusts themselves are 
subject to further controls pursuant to State banking and insurance laws and 
regulations. It would be wasteful of both public and private moneys to set up 
the extensive administrative machinery required to carry out the provisions of 
S. 1112 or S. 1145. In our own case, which is typical, we just can’t see the neces- 
sity for it. Our funds are honestly run and couldn’t be corrupted if anyone 
wanted to. We would have to duplicate a good deal of the reporting we already 
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do. This requires additional people, additional time, and additional expense. 
This committee has a much better idea than I what administrative machinery 
would be required at the National Government level. The avowed legislative 
intent is to stop corruption in health and welfare funds. The public and private 
burdens of expanding governmental intervention and control would be extended 
to nearly 100 percent of the funds, whereas the investigations indicate that the 
objectionable abuses exist in less than 5 percent of the funds, and this small area 
where they do exist is identifiable. This doesn’t appear to be a very efficient way 
of handling the matter. It’s something like amputating an arm at the shoulder 
to get rid of a hangnail. I cannot conceive of any responsible representative of 
either labor or management that would not agree that the assets of these funds 
should be jealously guarded and conserved for the exclusive use of their intended 
beneficiaries, but extensive reporting and disclosure requirements do not appear 
to be the best way to do it. A program of insuring that the criminal codes at 
both local and national levels adequately cover the abuses sought to be guarded 
against, followed up by diligent enforcement of this code, would be much more 
effective. Normal subpena powers could provide access to pertinent records in 
the suspect cases. As already suggested, H. R. 7030 apparently is designed to 
follow this approach. 

There is another aspect of legislation of the type represented by S. 1112 and 
S. 1145 which disturb those of us who are concerned with the practical problems 
of the bargaining table, particularly in multiplant operations. Although our 
bargaining is conducted on a plant-by-plant basis (as distinguished from company- 
wide or industrywide bargaining), we have negotiated the same level of benefits 
in our pension plan for all plants. As has already been explained, the emphasis 
in these negotiations has been on the level of benefits, not the costs to the com- 
pany. In agreeing to the type of pension plan that we have, we have looked at 
the cost problem from a corporationwide point of view. Some of our older plants 
have many employees with 25, 30, and 40 or more years of service, while some of 
our newer plants have employees with a maximum of 10 or 12 years of service. 
One of the factors influencing our willingness to agree to a high level of benefits 
in the plants with the longer service employees is the fact that the overall costs 
are reduced somewhat by the plants with shorter service employees. However, 
in any settlement involving a package of economic issues, the unions are prone 
to evaluate the total costs of the package and compare it with the total costs of 
the package at other plants. Thus, if our pension costs at the long-service plant 
were known to be 10 cents per hour and at the shorter service plant 5 cents per 
hour, we would be faced with a demand for an additional 5 cents per hour in 
wages at the shorter service plant. The longer service plant, seeing that we 
granted only 5 cents per hour in wages at that plant but 10 cents per hour in 
wages at the other plant, would then demand 5 cents per hour to equalize the 
wage increase, and the whipsaw would be on, in spite of the fact that the only 
reason we could agree to assume the costs of the level of benefits at the long- 
service plant was because of the lower costs at the shorter service plant. 

This is a very difficult problem for us. Under present circumstances, our 
published reports on the pension fund are on an overall basis, covering the fund 
as a whole without breaking it down on the basis of the individual participating 
units. However, indications are that regulations pursuant to a bill of the type 
represented by S. 1112 or S. 1145 would require disclosure of the costs of the 
individual participating units, thereby putting us at an unfair bargaining dis- 
advantage. 

Another aspect of legislation of the type represented by S. 1112 or S. 1145 
which disturbs many employers represented by the State chamber is the public 
disclosure requirements contemplated with respect to the investment portfolio of 
the assets of the fund. At present, these portfolios are usually confidential. 
The portfolio in the typical trusteed type of plan is left largely to the dis- 
cretion of the trustee. The trustee is professionally skilled in investments where- 
as the company is not. As already explained, prudent investment of the assets 
of the fund is to the company’s financial advantage, so it is simply good busi- 
ness to rely on the judgment of the trustee in the choice of investments. The trus- 
tee is, of course, precluded from highly speculative and unsound investments by 
State laws which regulate the types and mix of securities in which trust 
funds may be invested. However, it is possible that in the exercise of normal, 
prudent investment judgment the trustee may find it wise to invest in the securi- 
ties of one of the company’s competitors, for example. Although there would be 
nothing either illegal or unethical in such a procedure, public disclosure of this 
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fact might well give rise to distrust and misunderstanding on the part of com- 
pany stockholders, employees, and customers. 

Furthermore, disclosure of the investment portfolio might build up pressures 
on the part of stockholders, employees, suppliers, and even unions to influence 
the investments, which pressures might well be motivated by considerations 
other than sound investment policy, to the actual detriment of the fund which 
the legislation ostensibly seeks to protect. For example, the stock of company 
A might be an excellent investment from a financial point of view. Assume, how- 
ever, that company A is involved in a bitter labor dispute with the same union 
which represents the employees of the company providing a pension fund. It 
takes no imagination to recognize that public disclosure of the fact that the 
trustee (even though in the exercise of sound investment judgment) has in- 
vested some of the assets of the fund in company A’s stock, would have adverse 
ramifications at the bargaining table of the company providing the pension fund. 
As long as the company has contracted with the representatives of its employees 
to provide certain benefits, the means by which those benefits are provided proper- 
ly should be the responsibility of the company, particularly where there exists a 
financial incentive for honest, economical, efficient utilization of the funds and 
particularly where the use of the funds is already protected by legal safeguards. 

In summary, I would like to make this recapitulation for your consideration : 

1. Health and welfare funds fall into two general categories: 

(a) Primarily company-managed, corporate-trusteed funds, established uni- 
laterally or by collective bargaining, on a level-of-benefits basis. 

(0) Multiple-employer funds managed ostensibly by a joint committee of union 
and management representatives, established on a fixed cost basis of X cents per 
hour with variable benefits. 

2. Level-of-benefit type funds have an inherent safeguard for honest, efficient 
management—financial incentive. Additional safeguards are provided in pres- 
ently existing reporting procedures, State banking and insurance laws and regu- 
lations, and criminal codes. 

3. Congressional investigations have established that the demonstrated abuses 
in health and welfare fund administration have occurred primarily in the cents- 
per-hour variable benefit type fund. 

4. Reporting and disclosure legislation of the type embodied in S. 1112 and 
S. 1145 will not effectively control the abuses complained of; unduly and extray- 
agantly burdens the many innocent in its attempt to control the guilty few: 
needlessly extends the sphere of Federal control into State and private domains 
and further burdens the Federal budget; and improperly interferes with the free 
collective bargaining process. 

5. Health and welfare fund abuses can best be curbed by the strengthening, 
where needed, of the State and National criminal codes, and diligent enforcement 
thereof. H.R. 7030 represents this approach. 

I sincerely thank you for this opportunity of appearing before you and for 
your patience in listening to my statement. I hope my remarks may prove useful 
in your consideration of this preblem in which many people are so vitally 
interested. 


Mr. Biro. I would like the opportunity to elaborate orally on some 
of the high points. I have with me Mr. Jack Tharp, who is manager 
of the labor relations department of the Illinois State Chamber of 
Commerce. 

I myself am assistant director of industrial relations of the Oliver 
Corp., of Chicago, and I am a member of the labor relations committee 
of the Illinois State Chamber of Commerce. 

I think perhaps you are familiar with the Illinois State Chamber of 
Commerce. It is a civic association which has fourteen and a half 
thousand members representing 6,000 employers in 400 cities of the 
State of linois. 

Our labor relations committee is comprised of approximately 90 
representative members of the full State chamber. 

The views that I have presented in my statement reflect the thinking 
of the State chamber, of the committee, and the recommendations have 
been endorsed by the 73-man board of directors of the Illinois State 
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chamber, so I think that I can say that I speak for Illinois business- 
men in a rather broad and general sense. 

My particular company has 9 manufacturing plants in 7 States and 
we employ approximately 7,000 people. We manufacture farm and 
industrial machinery and outboard motors. 

It has been my intention to explain to this committee exactly how a 
company such as mine, which we feel is typical, operates its pension 
and welfare funds. Our employees in our actories are almost all or- 
ganized. They are represented primarily by the Allied Industrial 
Workers, United Automobile Workers, and the International Asso- 
ciation of Machinists. 

My own particular job is to counsel and assist in our negotiations 
and to coordinate the administration of our collective bargaining 
agreements, our pension plan and our group insurance. Our negotia- 
tions are conducted at the plant management level independently. 
Our negotiations in this particular area are on the level of benefit basis. 

By that I mean, we negotiate to spell out in detail exactly what type 
of benefits we will provide, both in pensions and group insurance. 

For example, in pensions we provide that a person with 10 years of 
credited service when he reaches age 65 is entitled to a pension of $225 
per month for life, in addition to his social-security benefits, so that 
each employee, the union and the company, know exactly what bene- 
fits are being provided. 

Our pension plan is noncontributory which means that the company 
pays the cost. The question of how much those costs are and how those 
costs are met, I think is the key to this whole question of abuses in 
pension and welfare funds. In our type of plan we are not bound 
contractually to pay any X cents per hour formally into the ae: 
I understand, I think reliably, that most of the so-called abuses tha 
were discovered in Senator Douglas’ subcommittee investigations of 2 a 
year ago were found in the multiple- -employer type of arrangement 
which used the X-cent- -per-hour formula. 

The formula there, as I understand it, is to pay in so much now and 
then buy whatever benefits that money can provide. On the face of 
it, it looks as if it is pretty simple and clean-cut, yet we find that abuses 
have crept into the administration of that type of program. 

We feel that perhaps the reason that that particular type of program 
is susceptible to abuses is the very fact that the benefits themselves are 
not spelled out and are not known for certainty by the people affected, 
and consequently, there is no fixed standard of reference to determine 
whether or not the people are actually getting the benefits that were 
bargained for, that if there are excessive commissions or retention fees, 
or even kickbacks, that it makes that much less money available and 
that much less benefits can be provided which, of course, operates to 
the detriment of the real beneficiaries who are the employees covered 
by the funds. 

Funds of this type are required by law to be managed jointly by 
representatives of both labor and management. I suspect that even 
in this area most of these representatives who are charged with this 
responsibility have a feeling for compassionate reasons and just nor- 
mal standards of decency, to administer these things honestly. They 
are talking about their union brothers in the case of the union repre 
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sentatives. The employers are concerned with employees of long- 
standing in their companies. 

Certainly in most cases there is no desire, no incentive, no reason 
for giving those persons less than they have bargained for. 

The question has been asked, where were the management repre- 
sentatives in these situations where abuses have existed. That is prob- 
ably a pretty good question, and I won’t contend that someone may not 
have been remiss somewhere along the line. But I think there are two 
things that should be kept in mind in that pompert 

One is that it is typical of this type of plan that they are pooled 
funds, made up from contributions of many companies, many small 
companies widely scattered sometimes over large geographical areas, 
often of diverse interests, and consequently there isn’t a direct respon- 
sibility, a feeling of identity between any one individual employer and 
the fund as a whole. 

He essentially considers himself as a small part of the whole thing 
so that he doesn’t have that direct feeling of responsibility for it. 

Another one is that there is lacking a particular financial incentive 
to conserve these funds and to operate them efficiently, because no 
matter how well they are operated, although efficient operation will 
provide greater benefits, the costs are still the same to the individual 
employer, he still pays the fixed amount of X cents per hour. 

In contrast to that, I would like to explain just a little bit how our 
type of programs works. As I have said, we fix the level of benefits 
definitely and precisely. There is no doubt in anybody’s mind as to 
what those benefits are. If those benefits aren’t provided, it imme- 
diately becomes evident that something is wrong. 

Our company does not have the custody of this fund. Our pension 
fund is a funded plan. We do not have custody of it. Our contribu- 
tions are paid directly to a corporate trustee, and henceforth and 
forever they are for the exclusive benefit of the beneficiaries. 

No matter how hard pressed we might be for cash, we do not have 
access to those funds to buy milling machines or whatever we might 
need, instead of paying pensions. In our particular case our trustee is 
Harris Trust & Savings Bank of Chicago, which is a very large and 
reputable organization of some 75 years standing. The trustee is, of 
course, governed by State legislation in the types and mix of securi- 
ties in which it can invest in this area, by virtue of the fact that it is 
a trust. 

Before we can treat our contributions as business expense items, 
deductible for income-tax purposes, we must qualify and have that 
plan approved by the Federal Internal Revenue Service. Each and 
every year this Federal Internal Revenue Service takes a good close 
look at our activities with respect to that fund. 

They know how many employees we have in the plan, how old they 
are, how much we pay them in wages. They know how much we have 
paid into the fund, they know what the fund has earned, they know 
how much has been paid out in expenses and in the payment of benefits, 
and they know how much remains in the fund. 

We prepare annually—I should say the trustee prepares annually— 
a summary statement of receipts and disbursements. The actuarial 
firm, which has to be an independent firm whose certifications are 
acceptable to the Federal Internal Revenue Service, prepares annually 
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a statement as to whether or not we have met our contribution and 
funding requirements. 

Both the summary statements as to receipts and disbursements, and 
the actuarial certification are provided to the union in each case, and 
are available to beneficiaries who are interested in them. 

Now, what is there particularly in our type of arrangement that 
renders it, we think, immune from corruption? It is the same sort 
of thing that the strength of the American capitalistic system has 
been built upon, and that is financial incentive. We have a financial 
incentive in our type of plan to administer that plan honestly and 
efficiently. We have contracted to provide certain benefits. Those 
benefits cost something. 

This independent firm of actuaries computes each year, using stand- 
ard mortality tables and standard actuarial procedures, what that 
cost is, the normal costs for the year, as well as the 30-year funding 
requirement that is provided for in the plan. 

The less that we spend in the administrative costs of that plan, 
the more wisely the resources and assets are invested, the more money 
the fund earns, the less money the company must contribute each 
year from its actual income, so that it is simply good business to run 
the thing as efficiently as we can. 

For that reason, each year we review our administrative costs, both 
at our plant levels, where there is a certain amount of administration 
required, and in actuaries’ fees and in trustees’ fees, to make sure 
that we are getting the best possible service for the lowest cost possible. 

It is more or less an automatic sort of thing, it is just simply good 
business to run the thing honestly and efficiently. There are so many 
checks and counterbalances to the thing, between the Federal Internal 
Revenue Service, the SEC, to whom we report on the amount of money 
expended in the various types and classes of securities, and the changes 
in that from year to year, and our own auditing and our pension plan 
and our contributions have to be tied in with our total payroll for 
income tax purposes, and there are just so many checks and balances 
and counterchecks there, that in one particular area it would be im- 
possible for corruption to creep in, if anyone wanted it to. 

Since the company itself is concerned with the overall costs, it, 
by its own nature, polices the thing, just as we do all of our operating 
expenses, to keep them at a minimum and to provide as much net 
income as we possibly can. 

I have been talking primarily about our pension fund. As far as our 
group insurance, our welfare benefits are concerned, it is very similar 
to our pension fund. 

It is not funded, but it is negotiated on a level of benefits basis. 
We spell out exactly what the weekly benefits are for sickness and 
accident, exactly what the amount of the insurance is, the life in- 
surance, exactly what the hospitalization benefits are, exactly what 
the surgical benefits are, and all of those benefits are spelled out in 
detail, so that, again, everyone is put on notice of the benefits that 
the employees are entitled to. 

Whereas our pension plan is noncontributory, to which the com- 
pany pays all the cost, our welfare plan is contributory, by which I 
mean that the employees do contribute toward the financing of that 
plan. The extent of their contribution is also spelled out in detail at 
the bargaining table. 
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A single man pays so much a month, a man with wife pays so much 
a month, and a man with wife and family pays so much a month, 
and that amount remains fixed during the course of the collective 
bargaining agreement, which is not necessarily coincident with the 
insurance contract between the company and the insurance carrier 
that it has carry the insurance. 

At the time of negotiations, it is definitely known to the parties at 
the bargaining table the percentage of the total costs that the em- 
ployee’s contribution represents, and that is total net cost after any 
savings that might have been realized from a prior year’s experience 
have been taken into consideration, so as of that particular time it is 
known what percentage of the total the employee's contributions rep- 
resent. 

However, the actual amount that the company may pay varies with 
claim experience and administrative costs. And so again, in that 
area there exists the same financial incentive to the company to keep 
these administrative costs at a minimum, and to protect the plan from 
abuses, which can consist of fraudulent claims or an 1v number of things 
of that kind. 

The company has to make up the difference between what the em- 
ployee pays and the total amount. This may be more or less ths an 
was originally anticipated atthe time of bargaining, and it, of cour 
is in this area that you get into this so- called rebate thing, whie Ib T 
think is a misnomer, because the costs are estimated in advance, and 
then those costs can vary, due to variations in claim experience and in 
administrative costs. 

If the actual costs for the year, for the insurance contract year, 
turn out to be less than was snsiesieted, there is a savings realized 
which is a savings to the company. On the other hand, if the costs 
are greater, and they often are, the company the following year pays 
more to make up that difference. 

In view of the type of plans that we have, and the way they operate, 
what is our position on some of the legislation that is before this 
committee, particularly the types repr esented by S. 1112 and S. 1145? 

I think Senator Ives’ later bill, S. 2175, I think title I of that bill 
is essentially the same as 8. 1145. I think title II represents an addi- 
tion to the bill that does not appear in 8. 1145. 

We are opposed to that type of legislation, except the type of legis- 
lation represented by title II of S. 2175. The reasons that we are 
opposed to it—and, of course, it consists primarily of registration 
and reporting—the reasons that we are opposed to it are because we 
don’t think that there has been a demonstration of corruption in 
the great majority of plans that warrants that tvpe of Federal con- 
trol. It is not that we have anything to be ashamed of. It is not that 
we are particularly reluctant to disclose. 

Lord, we disclose all kinds of information about these plans, as 1 
have already outlined, to the Internal Revenue Service, to the SEC, 
and to the beneficiaries themselves. But it is the fact that it just 
imposes a burden on companies, on the Federal Government, that we 
don’t feel is justified and warranted. 

We agree wholeheartedly that the abuses that have been uncovered 
by the investigation of congressional committees should be stopped. 


and we think that if Federal legislation is required to stop it, it should 
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be legislation that will stop it, and by that I mean amendments to 
applicable criminal codes, whether it is at the Feder: ul level or at the 
State level, that the important thing is to stop the abuses. 

And if he Federal code or if the State codes are insufficient or in- 
adequate at the present to stop those abuses, then they should be 
overhauled so that they will be adequate. 

We feel that in normal prosecution remedies, in subpena powers, 
the powers exist to uncover the information that is needed in the 
instances where it is needed. Certainly, this committee, Senator 
Douglas’ committee, uncovered a good many of these things, and they 
didn’t uncover it as a result of laws which required registration and 
reporting and disclosure. 

They uncovered it by their own investigative processes, and those 
processes are available to the Department of Justice, and certainly 
they are available to any agency that might be involved. 

[ think one good example of the sort of thing that I am talking 
about is the Fair Labor Standards Act. That is an act that I think is 
pretty well administered. 

Conceivably, there could be the same type of reporting and regis- 
tration requirements in connection with that act as is proposed in 
some of the legislation before this committee. Companies could be 
required to file a complete schedule of their wage rates, to file their 
classification rates, to file even copies of their payrolls weekly and 
monthly, to make sure that time and a half was paid for all hours that 
were overtime, and to make sure that the minimum wages were paid. 

sut it hasn’t been felt that that was necessary. Yet, certainly there 
have been prosecutions under the Fair Labor Standards Act under 
normal enforcement proceedings. We think that that is the approach 
that is proper in this area also. 

We have very fresh in our minds the wage freeze of a couple of years 
ago. I think that is analogous to the situation. There it was shown 
to be the will of the legislature that certain practices should not be 
followed in connection with compensation in wages and payments to 
employees which would contribute to an emergency situation. 

That was emergency legislation and that required quite extensive 
reporting. Believe me, that reporting is a burden to the company. As 
an emergency measure people lived with it, but personally, I spent 

about half my time during those years negotiating, and about half 
my time in Washington filing reports. 

Not that that in itself is ‘significant, except that when you apply 
and place these burdens upon a great, vast majority of people in 
order to get at a few, then you wonder if that is the efficient way to 
handle the situation. 

I am sure this committee is much more familiar than I am with the 
burden that would be placed upon the Federal budget. We keep hear- 
ing stories these days, particularly about the growth of the Federal 
budget. 

I have read some testimony before this committee, this subcom- 
mittee, I believe, which was to the effect that perhaps some 200 or 300 
or possibly 400 people might be involved in the first year in administer- 
ing such an act. as this, and perhaps a budget of a c ouple of million dol- 
Jars. but I wonder how accurate that is, and if that is the cost in the 
first year, What might it be 10 years from now ? 
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I wonder what the costs of administering the Fair Labor Standards 
Act are without disclosure provisions and registration provisions and 
ee provisions. That certainly is a matter of great concern 
to business. 

I was struck by the similarity between a remark which I have in 
my statement which says that it is something like amputating an arm 
at the shoulder to get rid of a hangnail, and your remark, Senator 
Allott, made in your discussion with Mr. Whitehouse. It seems to us 
that that type of legislation is analogous to that. I don’t think yours 
was a hangnail. I don’t know whether you went up to the elbow 
or the shoulder. 

(Discussion off the record.) 

Mr. Birv. There is another aspect to this type of legislation that con- 
cerns us who are involved at the practical level of bargaining, partic- 
ularly in the multitype plant operation, I should say, and that is, in 
our negotiations in this particular area, the emphasis is primarily on 
the level of benefits and less on costs, although certainly costs are dis- 
cussed at the bargaining table. 

The union usually has a pretty good idea, even before we get into 
bargaining, of what our costs are in insurance and pensions also. In 
a multiplant operation, some of our plants, some of our older plants, 
have workers with 25, 30,40 and more years of experience and service. 
Others of our newer plants, the employees with the greatest amount of 
service may have 10 or 12 years. Obviously the costs of a pension plan 
for the short-service plant are less than the costs of a pension plan 
for the long-service plant. When we determine what level of benefits 
we think that we can provide in our pension plan, we approach it from 
an overall cost basis, and the reason that we determine and finally 
agree to the level of benefits that we do agree to is because of the 
fact that although in our longer-service plants, it may cost us more than 
we would think that we could afford in that particular area, that is 
offset to a certain extent by our costs for the pension plan in a shorter 
service plant. 

If it were known, for example, that our pension costs in a long- 
service plant were, let’s say, 10 cents an hour, and the costs in our short- 
service plant were 5 cents an hour, we would be met with a demand at 
our short-service plant for an extra 5 cents an hour in wages to make 
up the difference. 

Then our long-service plant would see this increase in wages of 5 
cents an hour more than they got. They would come back and say, 
“You gave that plant 10 cents an hour. We should also have 10 cents 
an hour.” 

And the whipsaw would be on, even although the reason we could 
agree to the level of benefits we did agree to at the long-service plant 
was because of the fact that it would cost us less at the short-service 
plant. That isa very real problem, too. 

Senator Atxorr. Mr. Chairman, could I interrupt and ask a ques- 
tion at this time? 

Mr. Bird, isn’t it really the situation that one of the real reasons 
the unions want this disclosure in type of fund where no abuses of any 
consequence seem to have existed, is that they want this information 
on a national basis so that they can whipsaw off one employer against 
the other on a national basis, rather than procuring the cost of that 
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from their individual employer as they negotiate, as they are en- 
titled to? 

Mr. Biro. Senator, you asked that of me asa question. I don’t know 
whether that is their purpose or not, but certainly we can 
Senator Atiorr. Let me ask you ‘if it would be possible to do that. 

Mr. Brrp. Yes, I think it would. 

Senator Atuorr. If their contentions were followed. 

Mr. Biro. I think it would; yes, sir. 

Senator Atiorr. Just as you have suggested that it could happen 
between your individual plants, the same thing could happen upon a 
national basis if the suggestions offered by Mr. Whitehouse and Mr. 
Reuther this morning are followed ? 

Mr. Brrp. Yes, and the reason that it can happen in our individual 
plants is that under our present setup our reports and our costs and 
everything else are based upon the overall operation, but as I read 
particul: arly Senator Douglas’ bill, which is the one that spells out the 
approaches a little bit more in detail, whereas some of the other bills 
leave it to the discretion of the Secretary or the agency involved, as I 
read those it seemed to me that it is very “probable that the effect of the 
regulations would be to require registration and reporting on an indi- 
vidual basis, because each of our plans are agreed upon on an indi- 
vidual basis, although the level of benefits is uniform throughout all 
of the plants. 

One other aspect that disturbs many employers which are repre- 
sented in the State chamber of commerce in this disclosure of infor- 
mation on the investment portfolio, is again, not because they are 
afraid of the types of securities that are invested in—that those funds 
are invested in. In most cases, particularly in the trustee funds, those 
investments are made by the trustee in the exercise of investment 
judgment, and the companies leave that to the trustee, because the 
trustee is a professional at that. 

He is skilled in investments, whereas most companies are not, and 
since there is an advantage to the company to have those funds wisely 
invested, he leaves that to the trustee. 

But there are other ramifications that would result from the disclo- 
sure of the portfolio. One of them is that in the exercise of good 
financial investment judgment, it is conceivable that some of those 
funds might be invested in securities of a competitor of the company 
involved, which certainly would open the door at least for distrust and 
misunderstanding on the part of stockholders of that particular com- 
pany. 

It certainly could provide the basis for pressures from stockholders, 
from employees, from suppliers to the company, or from the unions to 
attempt to control those investments for considerations other than 
sound financial considerations which, in turn, might actually operate 
to the detriment of the very fund that this committee is interested in 
protecting. 

Now, for example, let’s say that those funds happen to be invested 
in securities of a company that a particular union, perhaps the same 
union, that represents the company, that is paying the money. They 
happen to be invested in securities of a company that is not organized 
and which is the object of an organizing campaign of that union. 

Certainly that matter might be brought up at the next round of 
negotiations. 
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Or the funds might be invested in the securities of a company that 
is having a bitter labor dispute with the same union. That again 
might give rise to pressures at the bargaining table to attempt to 
influence those funds. 

What would be the effect on a company if, through bargaining pres- 
sures, a pension fund was forced to dispose, dump on the market, all 
of its assets that were invested in the securities of a particular com- 
pany? It could mean financial ruin for that company, particularly if 
the pension funds of a good many companys were invested in the 
securities of that company and the same pressures were brought at the 
bargaining tables of all of the companies whose funds were invested in 
those securities. 

Those are types of problems that are disturbing to businessmen. 

I see that it is 12 o’clock. I think I have covered the high spots of 
what I wanted to say, with the exception of a summary which I have 
at the end of my statement. 

Senator Kennepy. Why don’t you go right ahead and summarize 
it, if it will just take 2 or 3 minutes? 

Mr. Brrp. I think perhaps that if I just read the summary: 

Health and welfare funds fall into two general categories: (a) Pri- 
marily company-managed, corporate-trusteed funds, established uni- 
laterally or by collective bargaining, on a level-of-benefits basis. 

And the second is the multiple-employer funds managed ostensibly 
by a joint committee of union and management representatives estab- 
lished on a fixed cost basis of X cents per hour with variable benefits. 

2. The level-of-benefit type funds have an inherent safeguard for 
honest, efficient management; and that safeguard is financial incentive. 
Additional safeguards are provided in presently existing reporting 
procedures, State banking and insurance laws and regulations, and 
criminal codes. 

3. Congressional investigations have established that the demon- 
strated abuses in health and welfare fund administration have oc- 
curred primarily in the cents-per-hour variable benefit-type fund. 

4. Reporting and disclosure legislation of the type embodied in S. 
1112 and S. 1145 will not effectively control the abuses complained of. 

I would like to elaborate here just a moment to say that the reporting 
alone isn’t going to do it. That may be an aid to enfore ement, but the 
reporting itself ‘doesn’ t stop it, and it is a question of balancing v: alues 
there, of how far you are going to go in the aid to enforcements in 
imposing restrictions and burdens and administrative costs on both 
private individuals and on the Federal Government, that unduly and 
extravagantly burden the innocent in its attempt to control the guilty 
few, and needlessly extends the sphere of Federal control into State 
and private domains, and further burdens the Federal budget and 
improperly interferes with the free collective-bargaining process. 

5. Health and welfare fund abuses can best be curbed by the 
strengthening, where needed, of the State and National criminal codes, 
and diligent enforcement thereof. I mention here H. R. 7030 which 
has been introduced in the House and which follows this approach. 

I think title II of S. 2175 follows that approach, but, of course, it 
has got title I in front of it, which is the one that disturbs us. To this 
extent we don’t agree even with Senator Allot that in this area, even 
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where the abuses have been shown to be demonstrated, that disclosure 
is the way to do it. 

It concerns us a little bit, the long-range ramifications of that ap- 
proach. Theoretically, it could be extended to the Fair Labor Stand- 
ards Act, if that is the approach that is going to be taken. It could be 
extended, actually as far as a matter of principle is concerned, particu- 
larly in your insurance benefit plan, you bargain to provide certain 
benefits out of current income. 

In wages you bargain to provide certain benefits out of current 
income. If it is felt that you need extensive reporting in the insurance 
field, why don’t you need it in the wage field and, of course, there is no 
end in sight as to where you can go, once you start going down that line. 

Those are the extent of my remarks. I thank you for this oppor- 
tunity to appear before you, and for your courtesy in listening to me. 

Senator Murray (presiding pro tempore). Thank you very much 
for your statement. 

Senator McNamara. Mr. Chairman, may I ask a couple of very 
short questions 4 

Senator Murray. You may. 

Senator McNamara. You indicated a preference for the other type 
rather than the X-cents-per-hour plan of payment? 

Mr. Bro. A preference, sir? That is the type of plan that we have 
felt we wanted to bargain on, rather than the X cents per hour. 


Senator McNamara. You prefer the X-cents-per-hour plan? 
Mr. Bro. No. 


Senator McNamara. You prefer the other type? 

Mr. Biro. That’s right; from our own point of view. 

Senator McNamara. You have an option in collective bargaining 
as to whether you agree to the X-cents-per-hour type or the other 
type of plan? 

Mr. Biro. Oh, yes, sir. 

Senator McNamara. So I don’t know why Government should 
enter into that. I don’t know why we, as a committee, should enter 
into the type of plan you have, since you have an opportunity at the 
bargaining table to negotiate on the basis of which plan you want. 

I don’t think we should get into that area. I don’t think we should 
interfere with collective bargaining to that degree. That is my 
personal viewpoint. 

Mr. Biro. | certainly agree with that position. 

Senator McNamara. I am sure you would. 

Now, you say that there are inherent kickback and refund objec- 
tions to this X-cents-an-hour plan, and we recognize that there are, 
as has been brought out by the Douglas subcommittee and others. 

Aren’t these things just as susceptible in the other type of plan? 

Mr. Bro. No, sir; because I think you would be, in effect, stealing 
from yourself. 

As far as an individual is concerned, just as in a bank you might have 
a bank cashier embezzle some funds, separate and apart from the 
bank itself, and that type of defalcation is usually uncovered through 
your normal auditing procedures, I think in our type of plan that 
type of defalcation would be discovered in our usual auditing pro- 
cedures, and in our actuarial procedures and in our internal revenue 
procedures. 
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But that type of individual dishonesty would be uncovered. Now, 
as far as the general principle of the company, for example putting 
the insurance plan out to a carrier for an excessive retention fee and 
then taking back a certain percentage of that fee, let’s say he put it 
out for 10 percent and got 3 percent back, the net cost to him is 7 
percent. If he put it out, in the first place, for 7 percent, the net cost 
is the same. In other words, the company profits nothing by using 
a kickback device. 

Senator McNamara. In individual matters under either plan ? 

Mr. Birp. That’s right. 

Senator McNamara. But kickbacks are just as immoral under either 
plan ? 

Mr. Birp. Certainly. 

Senator McNamara. [see no distinction. 

Mr. Biro. That is right. It is just as ethically reprehensible under 
either plan. [agree with you 100 percent. 

Senator McNamara. You made a statement as to how much per 
month was paid to the beneficiaries under your pension plan, in addi- 
tion to their social security ? 

Mr. Birp. Yes, sir. 

Senator McNamara. It escaped me. What was it? 

Mr. Birp. $2.25 per month for each year of credited service, up to 
a maximum of 30 years. 

Senator McNamara. That is what was paid in? 

Mr. Birp. That is the level of benefits that is provided. The amount 
that is paid is an amount which equals the normal costs for the year, 
plus one-thirtieth of the total amount that has to be paid in for 
the past service. 

Senator McNamara. Then, if somebody worked for 30 years, in 
addition to their security how much would they get under this? 

Mr. Brrp. $67.50. 

Senator McNamara. Thank you. 

That is all, Mr. Chairman. 

Senator Atxorr. I have just one question. 

In that, that is contributed totally by the company ? 

Mr. Bro. Yes, sir. 

Senator Axxorr. In other words, your pension plan is noncon- 
tributive; your welfare plan is contributive ? 

Mr. Brrp. Yes, sir. 

Senator Atxorr. That is all. 

Senator Murray. Thank you very much. 

That will conclude the hearing this morning. The meeting will go 
over until Tuesday, June 25, at 10 a. m., in the same place. 

(Whereupon, at 12:10 p. m., the subcommittee recessed, to recon- 
vene at 10 o’clock a. m., Tuesday, June 25, 1957.) 
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TUESDAY, JUNE 25, 1957 


Untrep Srates SENATE, SUBCOMMITTEE ON 
WELFARE AND Pension PLANS LEGISLATION OF THE 
Com™irree ON Lasor AND Pusiic WELFARE, 
Washington, D. C. 
The subcommittee met, pursuant to recess, at 10 a. m., in room 
P-63, the Capitol, Senator John F, Kennedy, chairman of the sub- 
committee. 
Present: Senators Kennedy (presiding) and Allott. 
Committee staff members present: Stewart E. McClure, chief 
clerk; Roy E. James, assistant chief clerk; John S. Forsythe, gen- 
eral counsel; Mic hael J. Bernstein, professional st: aff member; Paul 


J. Cotter. spec ial counsel to Subcommittee on Welfare and Pension 
Plans Legislation. 


senator Kennepy. The subcommittee will come to order. 

Our first witness this morning is Mr. George T. Fonda, chairman 
of the employee health and benefits committee of the National Asso- 
ciation of Manufacturers. He is also vice president of the Weirton 
Steel Co., of Weirton, W. Va. 

Mr. Fonda, it is a pleasure to have you here this morning. You 
may proceed in any way which is satisfactory to you. 


STATEMENT OF GEORGE T. FONDA, CHAIRMAN, EMPLOYEE 
HEALTH AND BENEFITS COMMITTEE, NATIONAL ASSOCIATION 
OF MANUFACTURERS, AND VICE PRESIDENT, WEIRTON STEEL 
CO., WEIRTON, W. VA.; ACCOMPANIED BY ROBERT S. LANE, OF 
THE SOCONY MOBILOIL COMPANY OF NEW YORK, MEMBER OF 
THE EMPLOYEE HEALTH AND BENEFITS COMMITTEE, NATIONAL 
ASSOCIATION OF MANUFACTURERS; AND DONALD J. EICK, 
COMMITTEE EXECUTIVE OF THE NATIONAL ASSOCIATION OF 
MANUFACTURERS STAFF 


Mr. Fonpa. Thank you, sir. 

I would like to read my statement, which we have made rather 
brief, and have your questions following the reading of the statement. 

I might say, Mr. Chairman, that I am accompanied today by Mr. 
Robert S. Lane, treasury department, Socony Mobiloil Company of 
New York, who is a member of this committee; and Donald J. Eick, 
committee executive of the NAM staff. 

Senator Kmnnepy. We are glad to have them here today. 

Mr. Fonpa. My name is George T. Fonda. I am a vice president 
of Weirton Steel Co., Weirton, W. Va. I am also a member of the 
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board of directors of the National Association of Manufacturers 
and chairman of its employee health and benefits committee. It 
is as a representative of the National Association of Manufacturers 
that I appear before this committee. 

The National Association of Manufacturers is a voluntary mem- 
bership association of approximately 21,900 subscribing members con- 
sisting of a representative cross-section of American industry. A 

reat majority of these members come within the generally accepted 
definition of “small business.” In fact, 83 percent have 500 or fewer 
employees. 

The NAM is most appreciative of the invitation to present its Views 
regarding proposed legislation involving welfare and pension funds. 

The association several years ago commenced to study the reports 
of the various congressional committees which had investigated the 
earlier phases of racketeering in union welfare funds. 

After a thorough review, the association issued a report in Febru- 
ary 1956, entitled “Employee Health and Welfare Programs.” The 
report was a basic document containing a set of principles and obser- 
vations which form the basis for our views today. To save the sub- 
committee time, we request that rather than read the report, it be 
inserted as part of the record. 

Senator Kennepy. That will be done. 

(The report referred to follows :) 


National Association of Manufacturers—A Special Industrial Relations Report 
EMPLOYEE HEALTH AND WELFARE PROGRAMS 
INTERIM REPORT 


This interim report has received the careful study of the subcommittee on 
employee benefit plans, was adopted unanimously at the employee health and 
benefits committee meeting, April 1, 1955, and was accepted by the board of 
directors in September 1955, with the recommendation that it be published as 
a matter of information for employers. 


Serious abuses have been revealed in the operation and management of some 
employee health and welfare programs. Analysis of the reported abuses, the 
reasons for their occurrence and the legislative remedies suggested to date lead 
to the following observations: 

1. Voluntary action by labor unions, employers, trustees and the insurance 
industry to carry out their responsibilities is the preferable course to correction 
and prevention of welfare fund abuse. 

Such a course may be productive of satisfactory control adjusted to the needs 
of each individual situation, without the dead hand Government regulation 
frequently imposes. The basic ingredient for voluntary action is a determination 
te protect and conserve welfare fund contributions and assets solely for the 
maximum benefit of employee beneficiaries ; 

2. Remedies already available under existing Federal and State laws have 
not been invoked adequately. There is a need for additional study and experience 
with better enforcement of present statutes prior to consideration of whether 
or not additional regulatory legislation is desirable or necessary ; 

8. Additional investigation and experience with existing law may point to 
a need for further legislative regulation. At this time it cannot be determined 
conclusively whether any additional legislation should be at Federal or State 
level. However, it would appear that those areas in which the States have 
traditionally exercised legislative responsibility should continue to be considered 
areas for State initiative; 

4. Other serious problems may exist with respect to the uses to which these 
funds are put. The record suggests that welfare fund abuses revealed to date 
may not be the most important ones requiring correction from the standpoint 
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of the public interest. For this reason there should be further study of 
negotiated health and welfare programs to determine : 

The extent of abuses not heretofore disclosed ; 

The extent to which the mandatory obligation to bargain collectively over 
employee benefits may need to be limited ; 

The extent to which welfare programs are administered to enforce union 
discipline or to secure closed or union shop conditions and, if needed, 
appropriate remedies to correct such conditions ; and 

The extent to which welfare fund assets are used to promote union 
organizational drives or to pursue projects of union leaders which are 


unrelated to customary investment practices or to proper welfare fund 

purposes. 

5. All parties concerned with the operation and management of negotiated 
programs have an obligation to exercise their legal and moral responsibilities. 
This places a special responsibility on employers, where such negotiated pro- 
grams exist— 

To take an active and vigorous interest on behalf of employees; 

To insist that all aspects of the program be conducted fully in accord with 
the spirit and letter of existing law, regulation, labor contract and plan 
provisions : 

To insist on competent, professional advice in those areas of benefit plan- 
ning and administration where employer and union experience is insuffi- 
cient ; 

To insist on an active management role in plan administration (the Taft- 
Hartley Act requires this) ; 

To insist on detailed, independent audits of welfare funds by certified 
public accountants ; 

To resist any attempt to use program funds or benefits for any purpose 
other than those contained in the negotiated agreement; and, 

To maintain the principle of reasonable disclosure to employees of the 
operation and administration of welfare programs. Employers contribut- 
ing to multiemployer funds or programs should insist on receiving similar 
information. 

6. The following observations seem indicated as the result of bargaining ex- 
perience of recent years: 

Bargaining on the basis of cents-per-hour or some other fixed contribu- 
tion has proved undesirable in enough cases to indicate the desirability of 
negotiations on a definite benefit basis; 

Contributory programs seem to have additional advantages in terms of 
employee interest in reducing plan abuses ; 

Permitting sole union control of benefit programs or not insisting on joint 
administration in which the employer takes an active role is an abdication of 
the employer’s responsibility to his employees and is a direct invitation to 
waste, misuse and other abuses of the money contributed ; 

Jmployee benefit programs, particularly pensions and death benefit and 
health care programs continued after retirement, are long-range programs. 
Financing arrangements should recognize the cumulative long-range costs of 
such programs as well as the ups and downs of business and should be de- 
vised to meet such contingencies. Widespread failure of benefit programs 
because of inadequate financing will invite Government usurpation of the 
voluntary benefit plan field. 

Your committee developed the preceding observations after consideration of 
many details which may be summarized as follows: 

A. Federal and State investigations have revealed serious abuses in the oper- 
ation and management of some employee benefit programs. These abuses, which 
strike at the rights of the beneficiaries of these programs and which are foreign 
to the objectives for which they were established, include: 

Misuse and squandering of contributions to and assets of welfare funds; 

Collusion, corruption, and fraud on the part of fund officials, including 
conflicts of interest ; 

Close tie-in of racketeering elements with fund officials with consequent 
diversion of fund moneys to criminal hands; 

Trustee conduct ranging from laxity to breach of faith; 

Union domination of fund operation for purposes other than efficient 
program administration ; 


Irregular and questionable practices by some segments of the insurance 
industry ; 
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Use of program benefits to enforce union discipline and maintenance of 
closed or union shop conditions ; and 

Negotiation and installation of programs by threats and violence. 

B. These abuses have occurred ; 

In negotiated programs providing for accident and health and similar 
benefits, usually developed on a multiemployer basis, or on a unionwide or 
areawide basis ; 

In programs administered exclusively by labor unions or under joint ad- 
administration, which are financed on a fixed cents-per-hour or percentage 
of payroll basis ; 

In a relatively small segment of the total coverage of negotiated welfare 
programs, the individual funds involving a relatively small number of 
employees. 

C. Few, if any, abuses have been revealed : 

In the majority of negotiated programs ; 

In programs unilaterally established and administered by employers and 
not subject to collective bargaining; 

In negotiated programs administered by corporate trustees or by 
employers ; 

In programs negotiated on a definite benefit basis; and 

In pension programs, as distinct from “welfare plans.” 

D. Among the reasons why these abuses have occurred, are: 

The relative ignorance of sound insurance practices, administrative con- 
cepts and business controls on the part of union and fund officials; 

Failure to obtain and heed impartial, competent advice on the actuarial 
and technical phases of benefit planning and administration; 

Failure of the employer to participate directly in the planning of the 
benefit program and to insist upon appropriate safeguards in the underly- 
ing financia! arrangements; 

Employer lack of interest and fear to assert prerogatives in the admin- 
istration of the program, evidenced by failure to actively assume the duties 
of trusteeship, and in some instances abdicating responsibilities entirely ; 

Failure of Federal and State agencies to enforce existing law ; 

Failure of union officials to regard the rights of the people for whom the 
programs were established ; and 

Apathy on the part of union members, possibly induced by the fact that 
many negotiated programs are financed entirely by employers. 

E. Widespread publicity given these abuses has directed the attention of labor, 
management, public officials, and legislators to possible remedies. The principal 
suggestions, together with their implications, may be classified as follows: 


LABOR UNION PROPOSALS 


Departing from an earlier “do nothing” attitude, labor unions now advocate a 
combination of voluntary action and legislation. Several labor proposals aim 
to apply controls to internal union practices and appear to be constructive. 
Among them are these proposals which AFL has referred to its affiliated unions 
for suggestions : 

A ban on payment of fees or salaries from a welfare fund to full-time union 
officers ; 

A prohibition against “compromising ties” between union officials and 
insurance carriers, brokers, consultants or others doing business with the 
welfare fund; 

Prosecution of fund trustees—union, employer, or neutral—who are found 
to have received “improper payment” in connection with welfare operations ; 

An evaluation in each situation of the relative merit of providing benefits 
through a self-insured program, an insurance company or a fully prepaid 
direct medical service ; and 

A ban on investment of welfare reserves in the business of any contributing 
employer, fund trustee or bank or insurance company used by the fund. 

AFL has also called for education of local union members on welfare fund 
matters and states that efficient administration of funds should not be achieved 
at the expense of union democracy. The latter declaration must be measured 
against union proposals that international unions exert more control over 
welfare operations of locals. Other union proposals—both from AFL and CIO— 
must be judged more critically. 
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Proposal.—Elimination of commissions paid by insurance companies on health 
and welfare business; creation of a “TVA” of the insurance industry to develop 
and administer fair standards of administrative expenses ; make “retention funds” 
the vested property of the insured, rather than the insurance company. 

Comment.—These proposals would “throw out the baby with the bath” by 
subjecting the insurance industry to far more extensive governmental regulation 
than any evidence suggests is necessary ; 

Proposal.—Competitive bidding on insurance contracts. 

Comment.—The general principle of competitive bidding is sound. However, 
such factors as the quality of professional services rendered by brokers or 
carriers, their claims performance, financial responsibility, and reputation must 
be considered. 

Proposal.—State codes to control payment of excessive commissions and service 
fees on welfare fund business. 

Comment.—This appears to be an area for voluntary action by insurance ear- 
riers and brokers working in conjunction with State insurance departments: and 

Proposal.—Full disclosure of all information to State or Federal agencies 
covering all employee benefit programs, including those established unilaterally 
by employers and not subject to collective bargaining. 

Comment.—This proposal also is reflected in proposed legislation at State and 
Federal levels. While full disclosure of information on negotiated programs 
financed on a fixed contribution basis could have salutary effects, no evidence 
of abuse available today suggests that any important purpose would be served 
by requiring full disclosure of information on unilaterally established programs. 


LEGISLATIVE PROPOSALS 


These comments are limited to proposals for Federal legislation based upon 
the information at hand at this time: 

Proposal.—Require States to supervise negotiated programs not now controlled 
under State insurance and banking laws. 

Comment.—The mechanism proposed is coercive in nature on the States. It 
is not yet clear how enforcement of such an approach could be effectuated; 

Proposal.—Require various reports of welfare fund finances and operations 
to be made to the Secretary of Labor; provide for standards of investment for 
fund assets. 

Comment.—Aside from the fact that this proposal appears to involve all em- 
ployee benefit programs, and not simply those presently under the purview of 
section 302 (c) of Taft-Hartley, it is not clear how standards for fund invest- 
ment are proper subjects of Federal legislation. While it would appear that the 
filing of such reports with the Secretary of Labor would seem innocuous, it would 
also be ineffective. However, any further Federal regulatory authority resulting 
from subsequent legislation would undoubtedly be vested in that Department: 

Proposal.—Require selections of neutral fund trustees by the Federal district 
courts. 

Comment.—This suggests that trustee integrity can be assured if appointment 
is judicially controlled. It would add no new resources not presently available 
to the parties; 

Proposal.—Amend the Internal Revenue Code to deny income tax exemption 
to welfare funds which are not operated consistently with the purposes for which 
they were established. 

Comment.—This proposal possibly in combination with the one below, merits 
further study: 

Proposal— Amend the Internal Revenue Code to establish requirements over 
negotiated welfare programs similar to those now made of employers desiring to 
secure tax exemption for contributions to benefit programs. 

During the period this report was being prepared, approved and printed, vari- 
ous labor, management, legislative and other interested groups have advanced 
proposals seeking toward a solution of the problem. The employee health and 
benefits committee is following these developments and will circulate its fur- 
ther findings in a later report. All interested employers are urged to send their 
views and recommendations on this subject to the committee at: National Asso- 
ciation of Manufacturers, New York, N. Y 


Mr. Fonpa. Although exposure of welfare-fund corruption has 
been confined, virtually and exclusively, to the jointly administered 
plans, the legislation proposed in S. 1122 and S. 2175 seeks to bring 
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all employee-benefit plans and programs under Federal jurisdiction. 

The NAM’s opposition to the compulsory disclosure legislation has 
been purposely misconstrued in many quarters to create the impres- 
sion of overall management opposition to any measures which might 
be advanced to better protect the interests of beneficiaries of welfare 
plans and funds which presently are operating under the requirements 
of State insurance and banking laws or the provisions of section 302 
(c) (5) of the Taft-Hartley Act. 

This is not the case. We differ as to the size of the problem, the 
conclusions upon which the proposed legislation is based and the type 
of corrective measures being advanced. We favor other sound solu- 
tions directed to the actual abuses uncovered which would be more 
effective in protecting the interests of the beneficiaries and provide for 
a minimum of Federal intervention and expense. 

Management acknowledges and agrees that the beneficiaries of 
these welfare-fund programs should be protected. We believe that 
public officials and those who have responsibility for the operation of 
the programs have the duty to insure that these funds and trusts are 
being administered in the interests of these beneficiaries. 

In order to translate this into legislative suggestions, we would men- 
tion several points. It is important, of course, that those who have 
the power to enact legislation in this field have fixed firmly in their 
minds just where are the areas of abuse and what measures are needed 
for correction. 

The public today is confused as to what funds are actually involved ; 
what money and what beneficiary interests are in jeopardy. Let us 
then clearly define the area in which abuses have existed, review the 
various types of funds and measure the applicability of the proposed 
corrective legislation to this area. 

These abuses have occurred— 

1. In collectively bargained programs providing for death, acci- 
dent, and sickness benefits provided under plans operated on a multi- 
employ er basis or on a unionwide or areawide basis. 

In programs which are or are required by the Taft-Hartley Act 
to i administered jointly by union and employer representatives or 
which are financed by a fixed cents per hour, per capita, amount per 
unit of production, or a percentage of payroll contribution by em- 
ployers. 

3. In a small portion of the total number of collectively bargained 
programs involving a relatively small number of employees and a 
relatively small amount of money. 

Few, if any, abuses have been revealed— 

1. In programs offering employees specific benefits and under which 
the employer is subject to ability for the total cost or the cost above 
the employees’ contribution ; and 

2. In programs unilaterally established and administered by em- 
ployers; 

3. In programs established through collective bargaining but ad- 
ministered by corporate trustees or employ ers; 

4. In pension programs, as distinguished from “welfare plans.” 

On the basis of all the Federal and State investigations to date, this 
analysis is correct. 
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In summary, without significant exception, the abuses have been 
found in those programs where administrative responsibility has been 
lodged jointly in representatives of employees and of employers— 
that is, those subject to the Taft-Hartley Act—and in those plans and 
programs where the employees’ contribution has been limited to an 
amount calculated on the basis of cents per hour, per capita or unit 
of production or percentage of payroll. Programs without these char- 
acteristics have not been found to be subject to the abuses which have 
been criticized but for which extensive legislation has been proposed. 

Regardless of these facts, the term “welfare funds” has been loosely 
applied to all types of employee-benefit plans whether union, em- 
ployer, or jointly administered by representatives of unions and em- 
ployers—with the result that the public has become confused. This 
confusion has sometimes been compounded by spokesmen advocating 
lisclosure legislation who have not drawn any Patmedicn as to areas 
of abuse and the funds involved. 

Because this distinction has not been drawn, although called for 
by every rule of fair play and commonsense, the proposed legisla- 
tion is being held out as a response to the public demand to correct 
the frauds and abuses they have read about in the public press. It 
also occurs to us that there is doubtful wisdom in legislating before 
the McClellan committee has finished its investigations and all of the 
evidence is available for consideration. 

Those who advocate broad disclosure legislation have attempted to 
create the impression that all funds and reserves in this country which 
establish and provide employee benefits are in jeopardy. It has been 
contended that because of the large sums involved—25, 30, or 40 bil- 
lions of dollars—that this fact. alone warrants and requires the inter- 
vention of the Federal Government. 

Let us examine the status of these funds. Approximately $12.5 
billion of pension reserves alone are in the hands of corporate trustees. 
Another $12.3 billion are pension reserves in the hands of insurance 
companies. These are pension reserves alone. These funds are sub- 
ject to time-tested and adequate State supervision. 

Other billions of dollars, held as reserves for life insurance, acci- 
dent and health insurance, and hospital and medical care are like- 
wise in the hands of insurance institutions and subject to such 
supervision. 

Insofar as the investment policies of the insurance and corporate 
trustees are concerned, no criticism is to be found in the report of any 
State or Federal investigatory body. 

In light of the fact that these billions of dollars are subject to reg- 
ulation and control by State authorities and, in the case of the na- 
tional banks, the Federal Government, there is little basis for sug- 
gesting these funds are in jeopardy. 

Insofar as the size alone of these accumulated reserves warranting 
a grave responsibility on the part of the Federal Government, we 
suggest that the legal reserve life insurance companies have reserves 
on hand far in excess of the amounts here discussed, and yet no one 
has contended that there is a real need for the Federal Government 
to concern itself with their sound operation. 

The pension reserves which are trusteed outside of the normal finan- 
cial channels, that is, insurance and corporate trustees, are a relatively 
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small proportion of the total sums involved. A very substantial por- 
tion of these reserves, along with a great share of the reserves with 
insurance and corporate trustees, were established in connection with 
plans and programs voluntarily adopted by atone and ‘adminis- 
tered by them to provide pensions, death benefits, and coverage for 
disability and medica] expenses, some as long as 50 years ago—long 
before such programs were subject to collective bargaining. 

Then, as today, employers adopted such programs not as a fringe 
benefit but because of a desire to attract and hold good employees and, 
in the case of pensions, also to provide an orderly way of retiring 
older workers and give encouragement to the younger ones. In these 
cases, employees were offered benefits of a fixed character and amount, 
either at the employer’s total expense or the employer assuming the 
balance of the cost ikdiee a fixed employee contribution. 

Any fraud or abuses in connection with the handling of the funds 
to finance these benefits would only be a loss to the employer, as the 
employee has been assured a fixed benefit which he will receive under 
the terms and conditions of the plan. 

Further, the employer has every incentive to carefully operate and 
administer these plans, as otherwise he will lose any advantage in 
attracting and holding superior employees and being able to retire 
older employees, making room for the advancement of younger ones. 

Therefore, with this direct financial interest of the employer in 
the sound operation of the program where these costs are treated as 
other business expenses and subject to all controls and audits, it cannot 
be said that these funds are in jeopardy. 

It should be kept in mind that this situation exists in respect to plans 
and programs covering 86 percent of all the workers having private 
pension benefit coverage in effect and in respect to plans and programs 
covering 92 percent of all of the workers being afforded protection 
against death, accident, sickness, medical care, and hospitalization. 

Abuses of welfare funds, through collusion, corruption and fraud, 
breach of faith by trustees and rebating of insurance commissions are 
inherent wrongs for which remedies are already found under State 
laws. 

If such are believed inadequate under present conditions and in 
the area of jointly trusteed funds as provided for in the Taft-Hartley 
Act, then it may be that strengthening legislation of a remedial 
character in such cases would be warranted. 

Further, if there are occasional deficiencies in State laws, our State 
legislators who are closer to the problems, can be encouraged to handle 
these promptly and effectively at the local level. 

A most encouraging aspect of this problem is the voluntary action 
being taken by unions, employers, trustees and the insurance indus- 
try to close loopholes and prevent further abuses. 

The fact that the proposed legislation seeks to impose regulation 
on all welfare plans because of the corruptive practices of a small 
minority cannot be overemphasized. As the record indicates, the 
revelations of wrongdoing have been confined, virtually exclusively, to 
the plans under joint union-management administration, yet the pro- 
posed legislation would put all the plans under the same tent. 

The conclusion is inescapable, therefore, that the legislation under 
consideration is based on experiences with only a small segment of 
extensive welfare programs. Would it not be infinitely better to bring 
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the entire matter into sharp focus by looking into and establishing the 
need before taking regulatory action against: plans the conduet of 
which have not been stigmatized by corrupt practice revelations? 

We believe, too, that in order to examine the entire problem in its 
proper perspective it is necessary to view it in the light of the monop- 
olistic practices of labor unions which are spread across the American 
economic scene and have a distinct bearing on the union-management 
welfare plans. It isthat power, born of immunity from legal responsi- 
bility, which contributes vitally to labor’s ability to hammer out the 
cents per hour welfare plans, the type involved in the disclosures of 
corruption. 

We believe it odd that during the inquiry by this committee and its 
suggestion of remedy apparently no consideration has been given to 
the circumstances which created the opportunity for people to steal 
from those they employed or represented. There are many questions 
that cry for answer. 

Should a law permit an individual the power to force an employer 
into turning over funds for the price of labor peace in the name of 
welfare ¢ 

Do you believe in many instances these funds were created by any 
other desire or for any other reason ? 

Should not the person with the power be forced to bear responsibil- 
ity commensurate with that power ? 

The legislative answer to these questions would, in our opinion, 
do far more to prevent abuses than any bill now under consideration. 

In our opinion, public disclosure of the ramifications of all plans 
would serve to arm unions with information that could be of supreme 
importance to wide-scale labor drives to bring more and more com- 
panies—if not entire industries—into the cents-per-hour welfare plan 
corral. This would invoke greater hardship, especially upon the 
small-business man, who, pitted against big-union pressure could find 
himself practically forced to junk his own employer-administered 
plan for the union-patented version. 

Immediate safeguards against maladministration of the type of 
funds that have been found to be vulnerable is a relatively simple pro- 
cedure. It can be achieved through the amendment of section 302 of 
the Taft-Hartley Act. All that need be done with the act is to 
strengthen this section to cope, effectively, with the situations that 
have served to inspire the proposed legislation. 

We respectfully submit that the strengthening of section 302 (c) 
and (d) of the Labor-Management Relations Act of 1947 could be 
best achieved by closing the loopholes pointed out by the Department 
of Justice in its testimony before this subcommittee on July 20, 1955, 
including the following clarifications: 

1. That payments to a board of trustees comprised of representa- 
tives of both employers and employees are to be treated the same as a 
payment to the representative of the employees and prohibited unless 
other provisions of section 302 are met. 

2. That such trustees are acting in a fiduciary capacity and that any 
acts in violation of the rules governing fiduciaries may be prosecuted 
in the Federal courts. 

3. That any failure to comply with the provisions of section 302 (c) 
(5) shall subject those responsible to civil and criminal prosecution. 
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We believe that there are other provisions that could be incorpo- 
es in section 302 that would also serve to strengthen it. These in- 
clude: 

1. A requirement for an annual audit of the funds in question by 
an independent licensed or certified public accountant with a copy 
supplied to each trustee. 

2. A requirement that the trustees supply a reasonably detailed 
statement of the results of this audit to the contributing employers 
and the unions involved, together with an appropriate summary state- 
ment to the covered employees which will reasonably reflect the trans- 
actions and which shall specifically include the names and addresses 
of all persons receiving any fees, allowances, gifts, or other payments 
from the fund and the amount thereof and a description of the serv- 
ice rendered therefor, together with the information herein required 
to be supplied by the underwriter of any benefits insured through the 
fund. 

3. A requirement that the trustees provide to each employee an 
aoe description of the plan and the benefits provided, in- 
cluding any conditions or limitations as to participation which may 
be necessary. 

4. That all persons, on the basis of whose employment or production 
contributions are made to the fund, shall not be discriminated against 
in receiving the benefits provided. 

5. In the event any of the benefits are insured the underwriter be 
required (a) tosupply each trustee with the names of all persons receiv- 
ing fees, commissions, allowances, gifts, or other payments made by 
the underwriter in any way relating to the sale, servicing, or admin- 
istration of the insurance and the amount of such payments; (6) to 
provide a statement of the total premiums received, the total amount 
of benefits paid to beneficiaries and any dividends or retroactive rate 
credits uid or credited under the contract. 

6. Where other employee benefit plans covering the same contin- 
gency are available, the plans or programs served by this section may 
be made available to such employees where they express a preference 
by secret ballot. 

7. The trustees shall keep accurate and detailed books of account re- 
specting all transactions of the fund. 

8. A clear statement that the provisions of the act shall not relieve 
any person or organization from any liability, penalty, duty, or pun- 
ishment provided by other Federal or State laws relating to the opera- 
tion or administration of welfare or employee benefit plans or author- 
ize their operation or administration contrary to any such law or laws. 

It is a curious sight to see some labor leaders loudly embracing the 
legislation before this committee. We heard no such clamor before 
congressional investigation began to reveal some of the shortcomings 
and deficiencies in union practices. Obviously, it diverts attention 
from their own misdoings to throw suspicion on scandal-free employer 
welfare programs. 

The abuses in the field of health and welfare funds thus far revealed 
by the investigations of the Senate and House Labor Committees have, 
with rare exceptions, been found only in the jointly trusteed types of 
plans provided for by section 302 of the Taft-Hartley Act. In our 
view, the Congress should look into all the closets first before deciding 
arbitrarily that there is a skeleton in each. 
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Under the circumstances, it is difficult to understand the hue and 
cry for covering all plans under legislation such as that presentl 
before this group. Actually, in this respect it would seem as thou 
the Congress would be acting largely in the dark, for it may be that 
as the various inquiries proceed, there may be serious abuses uncov- 
ered which could mean going over the ground again and devising 
further piecemeal legislation to correct newly discvered evils. 

Therefore, it seems only reasonable, if legislative correction is nec- 
essary at this time, that such correction should come in the area where 
the abuses have been found and not through enlarging the area to 
include many thousands of plans which have been operating efficiently, 
economically, and with a maximum of benefit to the beneficiaries. 

Among the specific changes we have suggested as a means of 
strengthening and making more effective the provisions of section 302 
of the Taft-Hartley Act are additional penalties which should, per- 
haps, be considered if further protection is needed to insure against 
bad practices, such as kickbacks in insurance premiums, misappropria- 
tion of trusteed funds, and other evidence of wrongdoing disclosed 
to date. 

As we see it, the disclosure proposals of the bills currently being con- 
sidered give no assurance for correction of the abuses against the bene- 
ficiaries. Furthermore, the enactment of legislation of this type will 
be an extra burden upon the thousands of employers, and will tend to 
discourage the incentive of employers to develop new benefit programs. 
Therefore, in the long run, the employee beneficiaries will be the real 
losers. 

Since only a minute fraction of welfare plans may be defective, it is 
hardly necessary to require a half-million or more programs to regis- 
ter and disclose a great deal of information to a Federal agency. It 
means the creation of a substantial new bureaucracy or the expansion 
of an existing one to administer the law. All this in the face of the 
fact that most employers have already voluntarily made public dis- 
closure to employees, stockholders, and others legitimately interested, 
through the medium of annual reports, company publications, annual 
shareholders reports, Internal Revenue Service, Securities and Ex- 
change Commission, and State tax commissions. 

If all programs are included in this disclosure-type legislation, it 
means that better than 92 percent of the agency’s work would be de- 
voted to plans whose financial structure is such that we believe addition- 
al reporting, such as here recommended, is unnecessary. 

This means voluminous paperwork, higher expenses for operating 
the programs, and an ultimate emphasis on the employer’s costs rather 
than on the benefits it provides for the beneficiaries. We believe that 
before seeking to legislate in this area, Congress should, by investiga- 
tion, determine whether the beneficiaries of the management-operated 
employee programs are adequately protected. 

If future investigation discloses abuses affecting employee benefits 
under unilaterally administered welfare and pension plans, Congress 
should then consider proper legislation to protect these beneficiaries. 
We believe that, if there is a need for legislation in this area, it can 
best be provided at the State level. At the Federal level, Internal 
Revenue, through regulations governing tax exemptions, could provide 
additional safeguards if found necessary. 
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In conclusion, we want it clearly understood that employers have 
nothing to hide in these disclosures, and certainly will continue to pro- 
vide relevant and appropriate information to all parties in interest. 
We do not believe that the proposed Federal levisletion is necessary 
to protect the beneficiaries under welfare and pension plans. We be- 
lieve that this can be accomplished more effectively under Taft-Hart- 
ley, Internal Revenue regulations, and stricter enforcement of State 
AWS. 

Senator Kennepy. Thank you very much, Mr. Fonda. I don’t 
think, in considering whether there should be disclosure, the presump- 
tion has been that these funds were being mismanaged, or that they 
have suffered from mishandling by the employers, but there has been 
the assumption that, because they have involved many billions of dol- 
lars, it would be helpful to the Government if the Government had 
some knowledge of what these funds consisted of, and what direction 
they were going. 

So I would not put it, at least personally, on the ground that the 
only case for disclosure rested on the assumption that these plans were 
being mishandled. Don’t you feel, aside from that argument, that 
there is another argument that it is in the public interest for the Gov- 
ernment to know the details, or at least have the details of these plans 
on record, involving, as they do, billions of dollars? 

Mr. Fonpa. Well, I think, Mr. Chairman, that involving this large 
scale of reporting with the voluminous paperwork that would be 
necessary, and the expense to the Government and to the individual 
employees, it would not disclose the weaknesses that you have in mind 
by such reporting. The huge amount of reports that would be filed 
would have to be analyzed; it would take special staffs to look into 
how these moneys were used, and then there is another danger, which 
we feel is very important, that the disclosure of some of these reserves 
and methods of applying reserves could be used if put in the hands 
of organized labor in connection with collective bargaining. 

Now, the facts that they may require in connection with collective 
bargaining, as you probably know, are required of employers, and if 
the employer refuses to give reasonable information he can be in- 
volved in an unfair labor practice. Asa matter of fact, Senator, it is 
the practice in many cases for organized labor to ask for certain 
pertinent information a year in advance of negotiations. So that, as 
far as the information which they are entitled to is involved, they 
are protected there. 

Senator Kennepy. Tell me about what information you might be 
required to disclose under this legislation that would be harmful to 
the company if it came into the hands of the employees. 

Mr. Fonpa. Well, for instance, as to the cost that may be involved 
for the payment of pensions. Those costs vary. I would say that there 
are very few plans, if any, that would be exactly alike. The cost of 
those plans, as you probably know, depends upon the ages of the 
employees in a given unit, the length of service that they have, and 
what the average earnings may be in that particular industry. 

Now, it is quite pouibhe thet where, let us say, plant A showed that 
its cost to meet these obligations—a proper plan of benefits had been 
agreed to by the union in negotiation as to what those pension bene- 
fits would be—that the cost to do that in company A would be less 
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than the cost to do the same thing, let us say, with younger employees, 
shorter service, and so on, to a newer company, company B, 

Therefore, with that information, it very often happens that they 
say, “Well, this is only costing you so many cents for this company; 
you are only paying so many cents over here for this company, and 
we want the same amount of money.” 

Now, company B, as it grows. older, may actually have more ex- 
pense to meet that obligation than company A may show at that time. 
But the danger there, Senator, is for them to misinterpret the costs 
and reserves that are necessary. 

Senator Kennepy. But, even with the limited amount of informa- 
tion that you may be giving them now, they can misinterpret; there 
is no protection against that sort of mistakes. I agree, if you go on the 
assumption that errors are going to be made in judgment, then you 
might as well throw out all these laws. Even the amount of informa- 
tion you give them, as required by the Taft-Hartley Act, they can 
misinterpret, and you can get into a strike because of misunderstand- 
ing. So, we are not really concerned with that; what we are con- 
cerned about is, if they make correct use of that information, how 
could it hurt you? 

Let’s assume they are competent to make a judgment on it—and 
I assume, from looking at some of these figures, that you have to 
have pretty competent personnel to make a judgment out of these 
reports—let’s assume you have that sort of competent staff, then what 
harm would it do? 


Mr. Fonpa. Well, if they used it properly and didn’t use that in- 
formation to whipsaw—— 

Senator Kennepy. They may use the information to gain more 
benefits, but they can use even incomplete information to gain more 
benefits. Some of the other witnesses have stated that, if the infor- 
mation as to what they were going to do with this fund were known, 
what companies they were investing in, it might encourage others to 
invest in those companies, and it might have an injurious effect on 
their investments, and so on. 

I appreciate that might be a problem, but I can’t appreciate that 
what you have discussed this morning might be a problem, because 
you are talking about misreading figures, no matter how complete or 
incomplete the information is. 

Mr. Fonpa. Well, what you mentioned about the investment port- 
folio is an important phase of this question; that is, aside from the 
question as to what effect it might have on organized labor. 

Senator Kennepy. Let’s say as stockholders—how much informa- 
tion do you give the stockholders as to the activities in your port- 
folio? How much less do you give a stockholder on pees than you 
would be obliged to give the SEC, the Department of Labor, or your 
employees, if this bill went into effect ? 

Mr. Fonpa. Well, the information that you might give SEC or to 
an individual is not making the information public; different com- 
panies—— 

Senator Kennepy. Well, the union can buy a share of the stock and 
then ask for the information. How much more information would 
you be obliged to make public, at least as to the SEC or the Depart- 
ment of Labor, than you would make to a stockholder, on request, as 
to the disposition of your portfolio? 
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Mr. Fonpa. Well, I am not in the financial end of the business, but 
the information that would be acquired, according to this bill, would 
include the breakdown of your investment portfolio as to individual 
investments by companies, 

Senator Kennepy. Only if they reached over 10 percent. We are 
not attempting, I think, at least the way it is now, to get detailed 
breakdowns except in categories, unless they reach a certain per- 
centage. 

Just one last question. What sort of plan do you have in your 
company, if you want to discuss it, so we can get an idea? 

Mr. Fonpa. The plan for retirement benefits is on a contributory 
basis, voluntary, although they have the option to elect a noncontribu- 
tory basis, if they wish. 

he contributory plan provides contributions from the employee, 
according to his earnings classification, and he pays a contribution 
rate, which does not increase except as his earnings increase. In other 
words, the increase in rate, as the plan gets older, is absorbed by the 
company. The man pays a fixed rate according to earnings class. 
If his earnings class didn’t go up, his rate would remain the same all 
through his older years. 

The company, on the average, contributes about 214 times as much 
as the employee for the period of his participation in the United plan. 
He is eligible to join the plan at age 30, provided he has then had 5 
years of service. 

The company has a supplemental plan. And incidentally, that is 
insured with an insurance company. We have a plan which sup- 
plements those benefits, which says, in substance, that if a man at re- 
tirement has 25 or more years of service and he is in the annuity plan, 
kis benefits will be 60 percent of his last 10 years’ average earnings. 

In other words, if the annuity purchased by his money and the com- 
pany’s—and that is the case when his earnings in the last few years 
may go up—that 60 percent formula, as we call it, provides supp!men- 
tal payments to him, in addition to the annuity, and in addition to 
his social security. 

We do use in that formula $85 of his social security, and the present 
maximum of $108.50 gives him $23.50, on top of that formula, since 
only $85 is included in that formula. In other words, after 25 years 
of service he has a guarantee of 60 percent of his last 10 years’ average 
earnings, provided he has had 25 or more years of credited service. 

Senator Kennepy. Less the social security amount? 

Mr, Fonpa. Only less $85. 

Senator Kennepy. This is a steel company, isn’t it? 

Mr. Fonpa. Yes. 

Senator Kennepy. Among the employees, not the white-collar 
workers? 

Mr. Fonpa. That also applies to hourly workers, that same program. 

Senator Kennepy. I see. 

So he will get, if he has been there 25 years, 60 percent of his last 
10 years’ salary if he has 25 years of contributing, minus what he will 
get for social security ? 

Mr. FonpaA. $85. 

Let’s take an example, Senator. Let’s assume that his average 
monthly earnings for those last 10 years would be $500 a month, and 
he had 25 or more years of service. Sixty percent of $500 is $300. 
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Now, let’s assume that the annuity that he purchased by the contribu- 
tions of himself and the company was $150, that would leave $150 
out of the $300 guaranteed minimum in his case, and the other $150 
would be made up of $85 plus a supplemental payment to make up that 
total additional $150 for the $300. 

Now, on the life insurance—— 

Senator Kmennepy. And he would have contributed one-third, and 
you contributed two-thirds ? 

Mr. Fonpa. Approximately. That depends, again, on what age 
he came in and how long he contributed. 

Senator Kennepy. What happens if he is laid off during this pe- 
riod, if after 25 years he is laid off ? 

Mr. Fonpa. You mean a temporary layoff, or permanent? 

Senator Kennepy. Well, involuntary. Let’s say that he is laid off— 
you talked about the last 10 years—say he is laid off for 2 years of that 
10, due to a shutdown. 

Mr. Fonpa. Well, under your seniority provisions of your contracts, 
in most cases, as you probably know, his seniority holds for 2 years, 
or the amount of his active service up to 2 years. If he had less than 
2 years of service when he was laid off, say a year and a half, the 
seniority would be a year and a half. 

3ut let’s assume that he has seniority that could carry him for 2 
years. That means when his job opens and he is called back, when 
he comes back he reinstates his service prior to his layoff. And as far 
as the annuity is concerned, we have what we call a temporary lay- 
off which stops his contributions and stops the company’s contribu- 
tions, but holds his credits, unless he decides to withdraw from the 
plan and take his money down, which he can do at any time, with in- 
terest compounded at 2 percent. 

Now, if he chooses to leave his money there on the basis—well, he 
may be called back in a month or 2 months on his seniority—then he 
picks up again, and he loses nothing except that period, which is a 
relatively small amount, when he might be laid off. 

Now, there is another provision here which that is a part of, that 
after 5 years in the plan if he leaves and goes to any other company 
or does not work, as long as he leaves his money there it holds the con- 
tributions that have been made by the company. 

Now, if he draws his money down, the company does not get the 
money back, as such, it is credited to the next monthly premium, be- 
cause, of course, there is a tax matter involved there, you have had a 
tax deduction for those payments, and instead of giving you back 
cash they just simply credit you with that amount of money, and you 
pay less premium the following month. That is the way most of 
those plans work. 

Now, in the case of the life-insurance program, these men who ac- 
tually retire, provided they have had 15 years of service, whether 
they are in the annuity plan or in the noncontributory plan which 
conforms with the steel formula, they are entitled to carry into_re- 
tirement the full amount of the group life insurance which they have, 
equal to the earnings bracket which each is entitled to, up to a maxi- 
mum of $25,000. 

The maximum that hourly workers may have under the plan is 
$40,000 maximum, which is the same as the so-called white-collar work- 
ers; there is no difference in those two programs. 
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That life insurance is carried into retirement at the same group rate, 
which is 40 percent of the premium rate, the premium rate now being 
$1.20 a thousand a month, which means he pays 48 cents a thousand 
a month into retirement, and it might be up to the maximum of $25,000, 
or if, as in some cases, they have no interest in beneficiaries beyond 
the time of their death, they may elect in the amount which is non- 
contributory entirely free of $1,250, now $1,500 under the later pro- 
grams. The worker has that election at the time of retirement. 

Now, the benefits provided, Senator, under the life insurance, hos- 
pitalization and surgical, are again insured, and the amount of pre- 
mium which the man pays, as far as hospital and surgical is con- 
cerned, is determined by his class. If he is single he pays one rate, 
if he has a wife and no children, another, and a wife and any num- 
ber of dependents he pays another rate, which is divided on the 40-60 
basis, the employee paying 40 percent and the company 60 percent of 
the monthly premium. 

The money is turned over, of course, to the insurance company each 
month, it is not held by the company, and if there are any dividends 
earned, based on experience, that, of course, is credited back to the 
insurance program. 

At the present time, by agreement with the union, any dividend 
earned or money below the fixed rate which the union agreed to pay 
as against the rate payable to the insurance company, goes over into 
a special premium fund to meet this increasing liability of life insur- 
ance carried by pensioners, because obviously as more people retire, 
and your life expectancy is increasing due to various drugs that are 
certainly making your life expectancy increase, according to sound 
actuarial figures you are going to have an increasing liability there. 

Those figures have been projected by the actuaries of several insur- 
ance companies to show how much is required in funding this liability, 
which is being done to protect that insurance carried by the pensioner 
into retirement. He also has the privilege of carrying hospital and 
surgical benefits for himself and spouse into retirement under this 
plan. 

Now, when the employee, under these level-benefit plans, Senator, 
is given a fixed charge, as it is in this case, and in all similar plans, 
the company taking the responsibility of paying the balance of the 
cost, of course takes the risk that, based on experience, you might 
have an epidemic where a good many people might die. 

As far as the employee and his benefits are concerned, there is no 
risk to him that he is going to have to pay more. The company might 
have an increase in the insurance rate the very next year to make up 
for this unfavorable experience which the company would have to meet. 

I think that is a very important point regarding the difference be- 
tween cents-per-hour plans or cents-per-product as against level-of- 
benefit plans. 

Senator Kennepy. When was this plan put into effect ? 

Mr. Fonpa. The life-insurance plan goes back to 1926. The an- 
nuity plan became effective September 1, 1941. 

Senator Kennepy. Has the pian been a subject of collective bargain- 
ing between you and the independent steelworkers union, your union, 
during the last 3 or 4 years? 

Mr. Fonpa. Yes. 
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Senator Kennepy. Now, when they bargain with you, what infor- 
mation do they have at their disposal as to the cost to you? They 
have complete information, I assume, don’t they ? 

Mr. Fonpa, They have; they have complete information. 

For intsance, the premiums that are necessary to be paid for the 
insurance company, when we set up this additional dollar reserve that 
I mentioned to guarantee the payment of life insurance to pensions, 
we pointed out to them that dividends, if earned, could be utilized to 
waive monthly premiums. They chose to agree to have this money, 
40 percent of which belongs to them, of course, turned over with the 
amount of 60 percent by the company to meet this obligation, and it 
was by signed agreement. 

We gave them the information by chart, as a matter of fact, for 
this is a very complicated matter for men in the mill to understand 
that haven’t had any actuarial experience or background, and even 
to members of management it is not so simple, sometimes, to explain 
how this operates. 

But those things have been very elearly explained to the executive 
committee of the union, and then on down to all the stewards in groups, 
so that they would understand exactly what is involved. 

Senator Kennepy. At the time that these plans have been talked 
about in negotiations, is that at the same time that you have been 
negotiating wage increases ? 

Mr. Fonpa. Yes. 

Senator Kennepy. It is all part of the same operation ? 

Mr. Fonpa. That is right. 

Senator Kennepy. These so-called fringe benefits are negotiated at 
the same time ? 

Mr. Fonpa. Yes. 

Senator Kennepy. And in meeting these requests, I suppose the 
company attempts to demonstrate the cost to the company of both 
wage increases and increases in these fringe benefits. 

Now, what information do you make available to the union, how 
detailed is that information, in order to demonstrate that the cost will 
be too great of some of their requests ¢ 

Mr. Fonpa. Well, you can interpret some of their requests 

Senator Kennepy. They have pretty complete information, I im- 
agine, most of the steelworkers union, even the independent steel work- 
ers union, do they not, on the cost ? 

Mr. Fonpa. That is right. 

Senator Kennepy. The reason I ask all of that is that it seems to me 
that it indicates, of course, that we are really not going to ask you for 
very much that you do not already make available to either stock- 
holders or your employees, the SEC, or the Internal Revenue. 

In other words, to a number of different groups or agencies you 
already make a pretty clear disclosure of most of your holdings and 
your cost of doing business, and it doesn’t seem to me that we are 
going to tax your resources by asking you for this additional report. 

Mr. Fonpa. Well, it doesn’t go into the actual cost on a cents-per- 
hour basis, Senator, as to pensions. That is a variable—there are no 
indications that I know of where the union has been particularly inter- 
ested in what that cost might be. We have explained to them what 
is involved, and how it varies with distribution of ages and service, 
and so forth. 
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What they are interested in is the guaranty of the benefits, and espe- 
cially where you have a contributory plan where the employ ees’ money 
is being turned over to the insurance company. 

Now, for example, it is a practice in probably all of these plans that 
each year an employee is given detailed information as to how much 
he has contributed in that annuity plan, his interest earnings, and 
what the benefits are that he has purchased. 

Now, it does not show the amount of contribution by the company 
to provide that benefit, because that would be a very confusing item; it 
would vary between different employees, as you can see, because the 
older the employee is, the more money the company has to pay to his 
account. 

Now, the company’s contributions in these matters are discounted 
for death in advance. In other words, when an employee dies there is 
no refund to the company. The cost is estimated on what the mortal- 
ity may be, but they can’t determine whether the persons dying will 
be in high-earnings brackets or low-earnings brac kets, and therefore 
the amount that is credited back to the company varies there. 

On the other hand, you could not give an employee a lower cost 
rate by setting it up on a mortality basis, because in case that employee 
died the beneficiary would never understand why he didn’t get his 
money back. 

So that most of the plans provide for refund of contributions with 
interest in the case of the employee dying before he actually retires. 

But the company doesn’t get any return on that basis, which again 
goes back to what the cost fieure would be in these negotiations. 

If you had to disclose that information in a complete report— 
which is not disclosed now and doesn’t have any particular value as 
to these particular items we are talking about—it could be misused, 
and I think to the disadvantage of the beneficiary. 

Senator Kennepy. Thank you. 

Senator Allott ? 

Senator Axtxorr. Following up the point touched on by the chair- 
man, ae have been in these heari ings some references to kickbacks, 
and in the same sentence there has been a reference to retentions, and 
the term “advance premiums” has also been used. 

Mr. Fonda, I wonder if you would, for the benefit of this record and 
for the benefit of this committee, describe what you would consider, 
first of all, a kickback. 

Mr. Fonpa. Well, it would be a case where the person, let’s say, 
selling insurance 

Senator Auiorr. An agent or a broker? 

Mr. Fonpa. An agent or a broker—and obtaining a certain com- 
mission for placing that business—would make a deal, and see to it 
that the person that had the influence in placing that business got some- 
thing in return for that courtesy. 

Senator Auxorr. It would then result, really, in some sort of a 
commission split; would it not? 

Mr. Fonpa. Right. 

Senator Atiorr. And that, of course, I think we all agree, is com- 
pletely illegal and completely out of line. 

And now, No. 2, for the sake of the record again, what are retentions? 

Mr. Fonpa. You mean retentions with respect to insurance? 
Senator Atiorr. Insurance; yes, sir. 
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Mr. Fonpa. Life insurance, and so forth ? 

Senator Atxorr. Yes, sir. 

Mr. Fonpa. Well, the insurance companies have to retain a certain 
amount of premium which they receive, of course, to pay administra- 
tive expenses, to pay taxes, and also to build up reserves against con- 
tingencies which may occur in connection with a particular risk. 

For instance, in life insurance, if you had an epidemic, and a number 
of people died, the insurance company aims to build up a reserve, 
retention, so that they wouldn’t need to come back and immediately 
increase the rate to that particular insurer. It would be averaged 
over a number of people, a number of companies in a given group of 
life insurers. 

Senator Attorr. Would it be fair to say that in a broad sense the 
word “retention” would include the amounts that an insurance com- 
pany retains (@) for the payment of losses; and (0) for reserves; 
and (c) for administration costs of the company, and perhaps in the 
case of a stock company (d) for profits? 

Mr. Fonpa. Yes. And then the other item, Senator, of taxes, 

Senator Attorr. And (e) taxes? 

Mr. Fonpa. They have to meet taxes, right. 

Senator Atiorr. There might possibly be other things considered 
in retention. But that would generally cover the field included in that 
work ; is that correct ¢ 

Mr. Fonpa. That is correct. 

Senator At.or7. Now, let’s go to that term which has been used 
here, which I think needs to be differentiated from these other words, 
the term “advance of premiums.” In one case a company—and I 
don’t recall just now which one it was—made some payments to an 
insurance company, and termed them “premium advances.” The com- 
pany, in turn—the insurance company, in turn—paid them back to 
the employer, and this was criticized by someone. Would you tell us 
how premium advances operate in the field where they are used with 
insurance companies ? 

Mr. Fonpa. Well, as a matter of fact, Senator, we used that method 
for quite a few years in our own group, on the basis that if you make 
your payments——— 

Senator Antorr. I didn’t realize that, but I am happy to have this 
fully explained to me. 

Mr. Fonpa. You make your payments in advance to the insurance 
company—in this case, life insurance—and they allow you a credit, 
of course, on the basis of interest which would be earned by having 
those funds in their hands in advance. If there is anything wrong 
about it, you determine what that might save you by paying it on an 
annual basis, a semiannual basis, or quarterly basis, or a monthly basis. 
And your advance premiums are in that category. You canalso do it 
on other coverages. 

Senator Atnorr. Now, in the case of an advance premium there 
would be under certain circumstances, particularly in the case of a 
favorable experience rate, there would be repayments by the insurance 
company to the employer ¢ 

Mr. Fonpa. That is in the form of dividends. Whether you pay 
in advance or monthly or semiannually or quarterly, that is based on 
experience. 
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Senator Atiorr. That is based on experience. And those are normal 
and logical—correct me if I am wrong in this supposition—those are 
normal, logical, and legally correct, and oecur whether the plan is 
unilaterally administered or whether it is jointly administered—but 
they might occur in any type of plan that is operated through an in- 
surance company. 

Mr. Fonpa. That is correct. 

Senator Axxorr. I was struck by one thing about your statement, 
Mr. Fonda, and that is that you have raised many questions which 
this committee considered when it was first organized in 1955 and 
which I have not heard raised since that time—and, therefore, I want 
to go into some of these with you, if I may. 

I would like to go into this thing of disclosure under the NLRB. 
Now, under the NLRB decision, you are required to disclose to the 
representatives of your union at a collective bargaining procedure 
certain information and you say sometimes you are asked for infor- 
mation as far as a year in advance. 

Now, do you recall the situation back in 1947 when the Taft-Hartley 
Act was first being discussed, and the question was whether or not 
unions should be permitted to bargain on a national basis or not, do 
you recall that? 

Mr. Fonpa. Yes. 

Senator Attorr. Whether they should be required to bargain strict- 
ly company by company. And the objection that was raised—and, I 
think, correctly, by the unions—was that that would permit the strong 
companies to knock off the weaker unions one by one until they de- 
stroyed the effectiveness of labor organisations. 

Now, would the result, with the disclosure which is sought by some 
parties here, would this tend to do just exactly the same thing with 
respect to union welfare and pension funds, if you were required to 
make across-the-board disclosure to everyone? In other words, you 
mentioned that even within your company you had both contributory 
and noncontributory retirement funds, did I understand that cor- 
rectly ? 

Mr. Fonpa. That is correct. 

Senator Atxorr. So that if you were required to publish those fig- 
ures in effect to the whole world, it would enable another employer, 
or union, for example, to take the figure of another employer which 
might not be on all fours with you either as to age, or as to experience 
table—one might be contributory, one might be noncontributory 
and maybe 20 other factors and use that in a whipsaw against you— 
or your figures might be used against someone else—is that what you 
mean by the whipsaw? 

Mr. Fonpa. We believe that could be done. We are not saying, 
Senator, that it necessarily will be. But the material is there to make 
it possible. 

Senator Attorr. That is what I mean. And these are the things 
that this committee has to look at. 

Now, I would like to go back into another phase of this, and I don’t 
believe that this would apply to any of your plans as you have dis- 
cussed them. But if you would assume, either an employer or a 
union, or the two jointly, operating a plan in which both pay in money 
and operating the plan themselves without reference to an insurance 
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company—and that is done—is there any reason that you can see why 
the fund in that instance, presumably operated through trustees, or 
business agencies, is not, in effect, carrying on an insurance business 
and should qualify under a State law? 

Mr. Fonpa. You are speaking now, I presume, on pension reserves 
and that same thing doesn’t apply, although there are some self- 
insurance programs to provide sick benefits and so forth. But you are 
talking primarily about the reserves in connection with pension pay- 
ments ¢ 

Senator At.orr. That is correct, and I believe that was the case I 
have in mind. The distillery workers, after they had their trouble 
and Saperstein and others were investigated in connection with distil- 
lery workers and prosecuted, they established a union fund—I won’t 
use the distillery workers. But assuming that you did establish a 
union fund, and you earry your own welfare and benefits in that 
fund-—maybe you employ an actuary to tell you how much you ought 
to collect and how much you ought to tell these fellows you are going 
to give them, your own members—or the same thing, it seems to me, 
would apply to a jointly administered fund. The point 1 am getting 
at is that where you have these funds and an insurance company is not 
used to guarantee the fund either by way of welfare or by way of 
retirement or pension, isn’t this fund in effect carrying on an msurance 
program ¢ 

Mr. Fonpa. Yes. And we feel, as I think we have said here, that 
that ought to go back—if it isn’t covered by present law, Taft-Hartley 
should be amended so that it would basically protect these beneficiaries. 
That is the real thing you are trying to do, so that beneficiaries get the 
full benefit that they are entitled to under any agreement. 

Senator ALLorr, Get the full benefit of the money that they are pay- 
ing in or the employer is paying in for them ? 

Mr. Fonpa, That is correct. 

Senator AtLorr. But your suggestion as to the amendment of the 
Taft-Hartley, I am thinking in terms of the State situation, the control 
by State law, where these people are not subjected to the rigors of an 
insurance business, although they are in effect carrying on an insurance 
business for their members. 

Mr. Fonpa, As you know, the States have taken up these matters and 
are correcting their laws, so that they will take into account just the 
kind of a plan you are talking about, and should. 

Senator AtLorr. They are doing so slowly, but I think if this had 
been recognized by the States 5 or 6 or 7 years ago, we would not have 
had this trouble in this field that we have. 

Now, this question occurred to me, as you were discussing your situa- 
tion. The question has been raised here by various people that this 
committee and its predecessor committees have only investigated the 
jointly administered plans. And now, I disagree with that assump- 
tion, that premise, completely. 

What would you think Tad continuing a committee for the in- 
vestigation of unilateral plans to determine the feasibility or neces- 
sity of legislation in this field? 

Mr. Fonpa. We feel that that is desirable. The weaknesses, of 
course, so far as the investigations have gone, have dealt with the 
cents per hour jointly administered programs that are provided for 
under Taft-Hartley. 
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Senator Antorr. I assume from your statement that you don’t par- 
ticularly like S. 2137, which was the bill that I offered, either, do you? 

Mr. Fonpa. Well, in your bill, Senator, you exclude those plans 
that are on a level-of-benefits basis. We do feel that any legislation in 
this form sets up a new bureau in Government, which we don’t believe 
is necessary until there has been more on the record to show that there 
are weaknesses in other types of plans. 

We like yours better than we did S. 1122. 

Senator Attorr. Now, I would like to discuss with you one possible 
effect which has never been discussed here to any great extent, although 
we have touched on it. And that is the effect of disclosure—not dis- 
closure, but the effect of reporting—I use the word “disclosure” in the 
sense of information that is imparted to the beneficiary, and reporting 
information that would be imparted to a Federal agency of some sort. 

I am interested in the effect that reporting, which becomes public 
property, might have in the instance of certain funds—and if you will 
excuse me for using your company as an example in my questioning, 
perhaps I can illustrate a point that I think might be important. 

Yours is a steel company, and assuming that it, we will say, special- 
izes in a particular field, certainly it is a big company, and we would 
assume investigates every possible phase and angle of the steel field. 
Would that be a general—both as to production, fabrication, future 
uses, experimentation, and everything of that sort, would that be 
generally correct ? 

Mr. Fonpa. That is correct. 

Senator Atxorr. Now, let’s assume that your company, your port- 
folio, your trustees, utilize or invest part of the assets in a company 
which I will call the American Fabrication Co. This is an assumed 
name. And that the American Fabrication Co. was a company which 
was formed and based primarily upon the development of a new method 
of heavy steel fabrication of some type. And now, the usual ex- 
perience, of course, would be then that as that looked good, the stock 
would climb; is that correct. 

Mr. Fonpa. Yes. 

Senator Attorr. Then you might reach a place when you thought 
the stock had climbed above what the actual value of this process was 
to the company and to the market. You might determine in your 
own mind that that stock is perhaps, let us say, worth 50, but it might, 
through the impetus and optimism of investors, go up to 70. 

Now, if you sold that stock, a company of your prestige—and this 
would be true of many other large corporations—and it immediately 
became known, it might cause a panic with respect to that stock; might 
it not? 

Mr. Fonpa. That is correct; it could be. 

Senator Atxorr. In other words, in the area in which the Weirton 
Steel Co. is concerned, your handling of a given stock whether you 
buy or sell, would have an abnormal effect upon the market in that 
stock if that transaction became known; is that true? 

Mr. Fonpa. That is correct. 

Senator Autxiorr. Well, that is the chief point I wanted to bring 
out, because if, for example, anywhere in the steel field you—or its 
closely allied field—you bought or sold a stock simply because you 
thought it was a good time to buy or sell, and it was a good time to 
take a profit or not take a profit, whatever the case might be, buying 
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and selling would have an abnormal effect, and perhaps could even 
ruin the opportunity for future financing of a given company—in 
my case, I used the fictitious American Fabrication Co. 

Would you like to comment on that any more? 

Mr. Fonpa. Well, of course, those transactions, Senator, are done 
more or less under cover. It is the opinion of the people making that 
investment that that is going to happen. Now, if all of that informa- 
tion was disclosed beyond the 10 percent question that Senator Ken- 
nedy raised, if that information was disclosed, financial people have 
said before this committee that it was a competitive business, this 
sort of thing, and it would have a bad effect to expose those things 
without the understanding of why it was done. 

But at present those things are done within the financial scope of 
the transactions of the company, and it is not given out as public 
information. Now, your point, I take it, is that if that information 
became public information through disclosure, that it would have 
these effects that you point out. 

Senator Auuorr. Yes. I was thinking that it might very well, and 
if you were to take some of the larger companies—well, take some of 
the largest steel companies, some of the larger electrical companies, 
some of the larger automobile companies, | would think that with 
relation to any sales or purchases which had to be made public, that it 
might have an adverse effect on the investors—not the investors, but 
the company in which they had invested. 

Mr. Fonpa. I think the other point is that if that information were 
generally know, and someone sees an important company making an 
investment in a particular company, which you referred to as a fabri- 
cating company, somebody else would say, “This must be a pretty 
good investment,” and they would run that stock up, so that the sup- 
position of the company making the investment would not be carried 
out, they would run it up to a point where it would not meet the 
anticipation of the original investors. 

Those things are all involved in a very complicated investment 
picture. 

Senator Atxorr. In other words, it might conceivably end in per- 
sons using the investment policy of a company as their own invest- 
ment counselor ? 

Mr. Fonpa. Right. And the investment people will tell you re- 
peatedly that that is a competitive business, and they think that they 
have certain reasons for doing things which they do not wish to dis- 
close. It doesn’t jeopardize the benefits provided for beneficiaries, at 
least it hasn’t shown that that is the case. 

Senator Attorr. One other question. Where you have the usual five 
parties to either a welfare or pension plan, that is, the employer, the 
employees, the union, trustees, and insurances company, do you feel 
that the requirement for a reasonable interchange of information 
between these five parties, particularly in the multiemployer group, 
would tend to decrease many of the abuses in that field? 

Mr. Fonpa. I don’t think the disclosure of the information that you 
referred to would; it would take more 

Senator Attorr. Let me use a specific example. I am thinking per- 
haps of what happened with the laundry workers, where: we found 
multiemployers contributing to one group of union trustees, who in 
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turn paid the money to an agent, and he passed it on to an insurance 
company, and there were three methods of stealing, embezzlement, that 
the agent used. And one of these was not to report a given union 
until 6 months or more after it had joined. 

Now, if there had been some privity between the original employer 
and the insurance company, he couldn’t have done that. 

The second method he used, the agent used, was to deduct a third 
of the employees he was covering. If there were 4,000 employees per 
given employer, he would deduct a third of them and report about 
2,700, something like that, and there again, if there had been some 
privity between the agent, or between the employer and the insurance 
company as to knowledge, he couldn’t have gotten away with that; or, 
if that information from the insurance company had been available 
to the employees, he couldn’t have gotten away with it, because the 
employees would have known that there weren’t 2,700 employed at 
that aide there were 4,000. 

The third method he used was, when the employees were late on 
their contribution, he just simply didn’t pass them on to the insurance 
company atall. 

Now, it seems to me that if, in looking at the legislation which we 
might want to pass, we provided that this interchange of information 
be required between the pertinent parties at a given situation, that it 
might tend to lessen the chances of abuse in any given fund. 

Mr. Fonpa. We have said in our statement, Senator, that that sort 
of information should be provided, that these things you talk about, 
without exchange of proper information, could not occur if you 
knew what premiums were being paid, if any, to an insurance com- 
pany, and what benefits, and all of the rest as we indicate here, as the 
information between the parties in interest. And we support that 
position. 

Senator Atitorr. We thank you very much, sir. 

Senator Kennepy. Thank you, Mr. Fonda, for appearing before the 
subcommittee. 

Mr. Fonpa. There is one point, Senator, that we would like to just 
put in the record. 

In the testimony before the subcommittee by Mr. George Meany, I 
think it was on the 11th, he quoted from an editorial in the NAM 
ne May 3, and he omitted the last sentence of the paragraph he 
quote 
: paeeten Kennepy. Would you like that editorial to be printed in 

ull? 

Mr. Fonpa. We would like to make this a part of the record and 
we have marked the whole editorial in full. 

Senator Kennepy. That will be done following your testimony. 

Mr. Fonpa. Thank you. 

Senator Atnorr. Would you mind explaining why? What is the 
reason for this, Mr. Fonda ? 

Mr. Fonpa. Mr. Meany indicated in his quote—if you will give 
me a moment I will read what he said—— 

Senator Kennepy. We will have it in the record, so you don’t need 
to read it. 

Mr. Fonpa. He made a statement in which he said that the com- 
penis recognized certain weaknesses, certain kickbacks and so forth, 

ut he didn’t read the last sentence which indicated that management 
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recognized this and was willing to take the responsibility for what 
had been done. The way he read it the weakness was there, and left by 
the employers with no remedy. And it was a statement taken out of 
context. And we want the whole thing in the record. 

Senator Atiorr. Thank you. 


(The editorial from the NAM News referred to follows :) 
{NAM News, May 3, 1957] 
BENEATH THE SURFACE OF THE Dovuetas BILL 


A persistent and widespread effort now is underway to persuade the public, 
employees of industry, and NAM members that this association is opposed to 
whatever national legislation is needed to protect the health, welfare, and pen- 
sion funds which are being amassed at an increasing rate and to make sure that 
no dishonest hand reaches into the till to rob employees of their rightful benefits. 

The current issue of the AFL-CIO News devotes no less than three separate 
items to propagating this idea—a front-page news story, the main editorial, anda 
quarter-page editorial cartoon. This is pretty intensive treatment for one issue 
of an eight page paper, and perhaps indicates how anxious the top command 
of the labor movement is to direct the wrath of the public and union members 
elsewhere than on those labor leaders whose conduct has been brought to light 
by the McClellan investigations. 

However, the facts are as follows: Programs which provide pensions and 
other benefits for employees have been growing steadily in American industry 
for as long as 80 years. Sometimes these were started and improved through 
the unilateral action of management; sometimes they resulted from collective 
bargaining. Through these programs, however, employees of industry have 
been acquiring a larger and larger measure of personal security. Almost invari- 
ably, these plans have been administered by management and in all the years 
they have been operating, instances of corruption or chicanery have been virtually 
nonexistent. 

Many, and perhaps the great majority, of these programs are of the insured 
type; i. e., certain benefits are stipulated and then arrangements are made with a 
legal reserve insurance company to provide them. Often the employer pays the 
entire premium, but in some cases he agrees to pay all premium costs beyond a 
certain modest contribution on the part of employees. 

In recent years, unions have become more and more interested in welfare 
plans of various sorts. Under the Taft-Hartley law, unions and management are 
permitted to negotiate welfare and pension plans, to be jointly administered by 
trustees appointed by the union and management. Plans of this nature usually 
cover the employees of a number of companies dealing with a single union 
under an areawide or nationwide agreement. Instead of stipulating the benefits 
to employees, such plans usually call for the payment of certain sums by em- 
ployers into a fund; the trustees then determine what the benefits are to be. 

Under this type of plan, the opportunities for corruption and malfeasance 
are wide open. Insurance contracts, if any, may be placed with favored com- 
panies or those offering the largest kickback. Union officers or their relatives 
may be installed as trustees or employees of the fund at high salaries. Money 
from the fund may be used to finance businesses, real estate speculation, as loans 
to friends, or used in numerous other ways which are of no benefit to the em- 
ployees who are supposed to be protected. Management of course is charged by 
law with joint supervision of the funds, and it does not exonerate management’s 
representatives to claim, as some do, that for all practical purposes the union’s 
trustees run the show and dictate policies. 

However, let it be stated without equivocation that NAM believes every neces- 
sary safeguard should be provided by law to make sure that dishonesty is pre- 
vented in the handling of any type of fund intended to provide employee benefits. 
This does not mean that the Douglas bill, which treats all benefit programs alike 
and makes no distinction between those in which corruption has been rife and 
those which are already amply safeguarded by existing law, is the best possible 
solution to the problem. 

By their own admission, union leaders want “a stronger countervailing voice 
in the investment policies of these large (management administered) funds.” 
Why? Because, so they say, “the needs of working people, as well as the dictates 
of sound investment policy, should be considered in the choice of channels for 
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the investment of these resources.” The union leaders want these funds to go 
into “sound projects designed to meet basic public needs.” But if social better- 
ment rather than security of the assets is to govern the investment policy of wel- 
oe funds, the employees covered may never get the benefits to which they are 
entitled. 

The Douglas bill is being hailed by union leadership because it would require 
disclosure of the investment portfolios of all employee benefit plans. They see 
it as the first step toward joint administration and diverting of the funds into 
the channels they favor. NAM wishes to see the funds and the benefits they are 
intended to provide safeguarded and it believes the Douglas bill, or any similar 
bill, would not further that objective. 


Senator Kennepy. The next witness this morning will be Mr. 
Robert Nathan, the chairman of Americans for Democratic Action. 


STATEMENT OF ROBERT R. NATHAN, NATIONAL CHAIRMAN, 
AMERICANS FOR DEMOCRATIC ACTION 


Senator Kennepy. Mr. Nathan, it is a pleasure to have you. Not 
only are you representing ADA but you have had experience in and 
out of Government. And we would like to have you proceed in any 
way which would be convenient for you. 

Mr. Natuan. Thank you, Mr. Chairman. 

My name is Robert R. Nathan. I am appearing here today as na- 
tional chairman of Americans for Democratic Action. We appreciate 
the opportunity to appear here today to present the views of ADA 
on pending legislation dealing with welfare and pension funds. We 
support S. 1122, the bill introduced by Senator Douglas for himself 
and Senators Murray and Ives. 

The authority for my statement is clearly set forth in a resolution 
adopted by the ADA National Convention in March 1957, and I would 
like to read from that resolution: 


CORRUPTION IN LABOR OR MANAGEMENT 


Abuses of office whether by trade union leaders or business leaders should be 
dealt with promptly and effectively. 

Neither the trade union movement nor the public can tolerate violations of 
trust and conflicts of interest involving actions by union officials who divert 
to their personal gain the money paid in as dues by the members of the 
organization. Moreover, the vast sums which make up welfare and pension 
funds must be scrupulously safeguarded. We call for the forthright enforce- 
ment of laws punishing embezzlement of union funds, and for the prompt enact- 
ment of legislation proposed by Senator Douglas requiring registration and full 
public disclosure of all dealings with welfare and pension funds. 

The majority of trade union leaders have given their international unions 
honest and dedicated leadership. In so doing they have vindicated the prin- 
ciple that the best safeguard against malpractice in the labor movement is pro- 
vided by genuine democratic procedures within local and international unions. 
The executive council of the AFL-CIO under the leadership of George Meany 
has well served all working people and the public by the prompt and forceful 
manner in which it is dealing with those trade union leaders whose conduct has 
threatened to bring the labor movement into disrepute. 

The bulk of the evidence before the McClellan committee thus far indicates 
poor law enforcement and the personal malfeasance of a relatively small group, 
comprising not only some trade union officials but gamblers, lawyers, public offi- 
cials and businessmen. Antilabor forces are seeking to take advantage of 
the public excitement to urge legislation which would strike directly at the 
fundamental rights of organized labor and which has no relation to the reported 
abuses. This effort to enact unfair and unwise regulation of trade union activi- 
ties must not succeed. 

Nor should the process of exposure be confined to the activities of union officials. 
The McClellan committee, the leaders of American industry, and the press 
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should display the same forthrightness in pursuing corrupt forces in the busi- 
ness community. In particular, they should expose collusion by employers in the 
very abuses that have recently been revealed and the use of racketeers by em- 
ployers to prevent legitimate unions from organizing * * * 


That is our statement out of our platform. 

And I would like to go on informally, Mr. Chairman, and ask that 
the rest of this be inserted in the record, and make a few general 
comments, if I may. 

Senator Kennepy. Yes; the rest of your statement may be inserted 
in the record. 


(The remainder of the prepared statement follows :) 


The size and scope of welfare and pension funds make them and their man- 
agement a matter of public concern. Over 75 million employees and their de- 
pendents are covered by welfare and pension plans. The employee reserves in 
these plans are estimated to be in excess of $40 billion. These plans cover the 
employees of companies without respect to State lines. It is not surprising 
to us, but we do find it somewhat ludicrous, that employers and their repre- 
sentatives would deny that there is Federal interest or jurisdiction in these 
areas. 

It is certain that in years to come, the size of the reserves in industrial pen- 
sion funds will grow by leaps and bounds. The funds are now increasing sub- 
stantially every year. The entire nature and character of our economy can 
be significantly influenced in the next decade or generation by the policies fol- 
lowed in the investment of these tens upon tens of billions of dollars. Certainly 
there is a public interest in knowing the size of the funds and the manner of 
investment. 

Plans may be divided into four main groups in terms of their administration, 
but by far the most important of these in terms of both the amount of money 
and numbers of persons involved is the single-employer-administered plan. And 
it is this group of plans that the business community is most anxious to exclude 
from pending legislative proposals. 

As I have said before, ADA supports Senator Douglas’ bill, which provides 
for registration, reporting and disclosure of essential financial data by em- 
ployee welfare and pension plans. We believe that this is the best approach. 
It avoids Federal regulation and policing, while at the same time it provides 
the data which will permit employees and others to guard against abuses. We 
are happy to note that the administration has come a long way in the past 18 
months toward supporting legislation similar to S. 1122. 

We find the coverage provisions of the Douglas bill particularly meritorious. 
It includes all plans—welfare and pension—which cover 25 employees or more 
and are established by employers or employee organizations or both. 

Bxempting the small plans—those with 24 or less employees—will not exclude 
any large number of persons and at the same time will provide for efficient 
administration. The Douglas bill would also exempt plans covering 25 to 99 
employees from all but modest registration provisions. Thus all small firms, 
those with less than 100 employees, would be saved from the inevitable papery 
work of full reporting, and the Government agency from the heavy burden of 
analyzing numerous complex reports which in the aggregate would cover only 
a small part of all the beneficiaries. 

There are other proposals pending before your committee, most of which fall 
far short of bringing the management of these funds into public view. Senator 
Allott’s bill, S. 2137, recently introduced, is good as far as it goes. The trouble 
is, the bill would not include the great majority of all welfare and pension plans, 
in that it expressly’ exempts all plans established on a level-of-benefits basis. 

It doesn’t make sense to exclude any such funds from the provisions of this 
legislation. From the employee point of view there is a deep and continuing 
interest, irrespective of who manages the funds or the method of benefit deter- 
mination. Also there is an important public interest involved because of the 
exemption from taxes of contributions by employers to the pension funds. 

Employer representatives have indicated that while Congress should apply 
reporting and disclosure to union and jointly administered plans, it should not 
include employer-managed plans. The NAM sees the inclusion of these plans as 
a foot in the door to Government control. Some employer representatives contend 
that there is justification for protecting the workers’ interest in wnion-admin- 
istered plans because of the disclosures at recent investigations. We would 
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suggest that registration, reporting, and disclosure will discourage embezzlement, 
graft, and corruption such as has been shown to exist, whether on the part of 
union or management. And we can see no legitimate objection that can be raised 
to opening these records to public view. This is particularly true in the case 
of the Douglas bill, since it provides no regulation whatsoever, but merely makes 
it more possible for the employees and their State and local governments to 
protect the vast sums which have been set aside for welfare and pensions. 

Mr. Natuan. Just 2 or 3 important points, Mr. Chairman. 

I would like to emphasize first of all, with respect to the magnitude 
of these funds, it has been indicated that the reserves today total per- 
haps $40 billion in terms of the amount that is accumlated on behalf 
of the pension recipients. There has been an estimate that that amount 
is increasing by some 5 to7 billion a year. There are no comprehensive 
sums available, but I think these figures are probably within the realm 
of reason. 

It seems to me that this is a matter of major economic concern as 
well as the question of abuses and embezzlement, and integrity. The 
economy in which we live is a thriving one, and I hope it will remain 
free and competitive. I think we ought to take cognizance of the fact 
that increasingly we are moving toward a very large accumulation of 
funds in what one might call institutional investments or institutional 
savings vehicles. For instance, the investment trust is one, where huge 
funds are being invested by individuals which go into aggregates which 
are, in turn, then invested. 

Now, as these large aggregates of savings manifest themselves in 
the economy, there is, of course, the danger of a degree of concentra- 
tion, and a degree of control which could lessen the true competitive 
and free-enterprise characteristics of our economy. And we feel—I 
feel very strongly—that information on the investment processes of 
these institutional savings funds can be most helpful in preventing any 
great flow of economic concentration. I think that the use of these 
billions of dollars by management without any knowledge as to how 
they are used, or even by unions, if they are entirely union-controlled, 
is inconsistent with the best interests of maintaining a free society. 

There is no evidence that really serious abuses have taken place, 
but it is entirely possible that as a company acquires very large sums 
in these trust funds on behalf of their employees, that they could 
use this to affect competitors by buying stock or as Senator Allott 
said, they might sell stock, and really help destroy a market for a 
competitive company. 

You could almost have mergers taking place without any real 
merger being manifested by the fact that the investment funds were 
put substantially in the stock of a competitor or a source of supply 
or an outlet for a particular company. And I believe that only if 
the information is truly available will we be able to realize how 
these funds are used and how they are affecting our economy. And 
from that point of view, Mr. Chairman, I believe that there is a tre- 
mendous public interest in how these funds are invested. 

And I think we must realize that when we are dealing with legis- 
lation we are not only dealing with a situation that could affect the 
economy today, tomorrow, or next month. This legislation concerns 
a long period of time. And as these pension funds and reserves ac- 
cumulate we will be dealing with a $50 billion magnitude in a year 
or two, with a $75 billion magnitude by the early 1960’s, and perhaps 
$100 billion by the mid 1960’s. And these magnitudes are such 
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that I think the public interests are very much concerned, and, there- 
fore, I think that publication, publicity, and open information, are 
highly desirable. 

One other aspect is also important, I think, from the union point of 
view, or the employee’s point of view, let us say, and that is, un- 
fortunately, we have a rather substantial degree of inflation in our 
economy in recent years, and rising price levels obviously mean that 
fixed limits of benefits provide more amounts for buying power, 
lower magnitude of buying power. And I believe that the invest- 
ment policy of the pension fund, or the trust fund control, is very 
important to the employee in terms of trying to protect the buying 
power of his pension. I belive from that point of view, it is very, 
very essential that the employee and his representatives be aware 
of what is being done with these funds, and how they are being used. 

Now, as far as the abuses are concerned, it is true that in the in- 
vestigations today, Mr. Chairman, the information has revealed the 
abuses principally in the union-controlled fund or the joint fund. 
But I would agree, by the way, with others who have called for 
further investigation on the straight employer-controlled fund. Even 
though the nature of the investigation has ben primarily pointed to 
these union funds (and I think properly so in the initial stage, be- 
cause it seems to me that the trust aspect is even stronger with respect 
to the union than the employer since the union official truly represents 
larger numbers of peoples and I think his responsibility for a very 
high level of ethics is great) but I do think further investigation 
ought to be made of the employer fund. But it seems to me that 
where abuses are revealed, it 1s rather unfair to try to establish legis- 
lation which is geared only to those revealed abuses and not to other 
areas where abuses can be revealed—rather could be undertaken or 
could occur—and could be even more serious. 

It would be analogous to say where we find juvenile delinquency 
greatest among children of broken homes, it would be unfair to have 
legislation saying there should be reporting by children in certain 
broken homes and not in others. 

I think it would be obviously unfair to require reporting only by 
those funds which are under union control or joint control. That 
would seem to me completely unfair, and would unfortunately keep 
out of observation the most important part of this whole problem, 
because most of the plans and most of the funds involved here are 
in the employer-controlled category. 

Another matter I would like to emphasize strongly is that in essence 
this law is not, it seems to me, a regulatory law though the word 
“regulation” has been used very often. I believe that it is appropriate 
that Federal controls and Federal laws and Federal regulations be 
kept to a minimum. 

We certainly agree that we don’t want a regimented or a controlled 
society in this country. But I do think that in a democracy where 
one is dealing with a subject which concerns the element of trust, 
and where integrity cannot always be assumed because there are un- 
scrupulous individuals in all walks of life, that publication ought not 
to be characterized as regulation. 

We do not think, therefore, that this is a regulatory law, or that it 
involves regimentation. We think it is entirely consistent with the 
principles or our free economy. 
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Another point concerns the question of whether labor will produce 
the information. Now, I believe in open and forthright collective 
bargaining. And it seems to me, Mr. Chairman, that in the process 
of collective bargaining, we will arrive at the optimum results for 
the benefit of all our people, employer and employee, and consequently 
the public interest, if this information is available, and if the bargain- 
ing is conducted on the basis of knowledge and understanding of the 
factors. 

Mr. Chairman, I cannot find anything that would justify the revela- 
tion of information on a pension plan whereby the employer and the 
employees, or either or both, contribute a certain amount per hour 
of work per hour or month or per week, or a certain percent of pay- 
roll, unless at the same time information about employers guaranteeing 
a certain level of benefits is also made public. 

I think in both cases we are dealing with a process and with a set 
of funds which are for the benefit of the worker. The fact that one 
system says, “We will give you $125 a month, including social security,” 
whereas another system states that the employer shall contribute 5 
cents an hour and the employee 5 cents an hour and the benefit will 
fall where it will, does not justify disclosure in the latter and no dis- 
closure in the former. I think that the fundamental characteristics 
are the same. 

Now, it is true that in the level-of-benefits of provisions one em- 
ployer, who is a better bargainer or more careful in his negotiations, 
might face a smaller cost, whereas another will have a larger cost. 

Now, I think that the unions might proceed to try to get the com- 
pany which has been able to negotiate for a smaller cost to give them 
a higher fixed level of benefits. But that is all part of the bargaining 
process. 

That is true in wage negotiations, when the employees look to profits. 
I myself feel that ability to pay is a justifiable criteria in labor negotia- 
tions. And just because of that I think it would be wrong for em- 
ployees to come and say, “We should never reveal our profits, because 
once we publish profit statements the employee has a better bargaining 
position than he would without them.” 

There are certain elements of publication required which might give 
information that would help one bargainer more effectively than the 
other. In this free economy of ours we have the SEC, which requires 
corporations to publish their financial statements. Competitors can 
look at those statements, and see what the cost of that company’s mate- 
rials is as related to sales. 

Maybe it does give an advantage to a competitor if he has that infor- 
mation. But I think that the public interest supersedes such personal 
advantages, and certainly in the area of pensions that is very im- 
portant. 

One final point, Mr. Chairman, that I would like to emphasize, and 
that is, that irrespective of the nature of these funds, whether 
they are derived from bargaining, or whether they are a fixed assess- 
ment per employee or per hour, or whether they are the level of bene- 
fits type of system, in a real sense the funds do belong to the benefi- 
claries. 

Now, this may not be true legally. In other words, legally the re- 
serve is in the hands of the employer, and the level of benefits fund, if 
he sets up a reserve—and I would assume every careful employer 
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would—but in a moral sense the fund, in essence, does belong to the 
employees. They are the ones that are going to derive the benefit. 

For that reason it would appear that ‘the legal niceties involved in 
trying to discriminate between these types of funds with respect to the 
discretion as to disclosure here has no solid foundation. 

And therefore, in conclusion, I would say, Mr. Chairman, that we 
would regard Senator Douglas’ bill, this bill S. 1122, as the minimum 
requirement. We would not favor further regulation at all; we 
would feel that out of the information which will be derived from the 
application of this bill there will come to the workers and to the public, 
and I believe also to the employer, a revelation of information of 
which will help make these pension and welfare funds, that have be- 
come so important in our economy, a positive and important source of 
knowledge which will help us control our economy and direct our 
economy in the right direction, and which will really protect the wel- 
fare and benefit of all our people. 

Senator Kennepy. Does that conclude your statement ? 

Mr. Naruan. Yes, sir. 

Senator Kennepy. Which agency do you think would be the better 
one for this information to go tof The Douglas bill contains recom- 
mendations to go to the SEC. The administration recommends that 
it be in the Department of Labor. And, of course, there are good 
arguments for both. What is your opinion? 

Mr. Natuan. My feeling, Mr. Chairman, is that as long as the pur- 
pose of this bill is merely for disclosure and not for policymaking or 
interpretation, it really doesn’t make too much difference. 

However, I believe that the SEC does have people who have the 
ability to understand financial reporting and financial data. Under 
the law they do get financial reports today from many corporations, 
and from many investment trusts, and I have a feeling that they might 
be in a better position to summarize and analyze these data for public 
use more effectively because of their technical capacity. 

But basically, Mr. Chairman, I feel that the assignment is not of 
great importance, because the purpose, again, as I emph: size, is not 
one of an analytical nature that relates to policy, nor of a nature which 
relates to enforcement; it is the revelation of information. 

It seems to me that either agency could do a good job, and perhaps 
SEC would start out with a little better technical capacity to handle 
the job. 

Senator Kennepy. When you talk about the growth of these funds 
to $7 billion annually a year or so from now—of course, the level-of- 
benefits program, is really a deferred liability, not really a sum of 
money set aside, as might be in the case of a joint contribution—what 
do you think is going to be the economic effect of the growth of these 
funds, which are more or less a new phenomenon here in the United 
States ? 

Mr. Naruan. Even on the level of benefits of funds, Mr. Chairman, 

many of the employees will submit or subject those funds to an actu- 
arial basis, because if they don’t put money aside in a real sense, then 
they will find themselves with very subst: intial obligations later. 

On the other hand, I would like to digress for one moment, on the 
subject of the economic effect, by saying that in a certain sense the ac- 
cumulation of these funds doesn’t make too much economic sense. We 
stop and think, sometimes, that the man who is retiring gets a pension, 
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in essence is taking out of a pot something that he has saved, or his 
employer saved for him, over many years. 

ut in a real sense, not in a monetary sense, the people who retired 
are consuming what the people who are working now produce—in 
other words, the farmers who are producing food, the workers who are 
producing clothing, and the workers in the various industries are pro- 
ducing goods and services which the older people today are consum- 
ing. 

So, in essence, we didn’t put into the basement somewhere an ac- 
cumulation of potatoes, movies, television sets, and automobiles. It 
is really a pay-as-you-go system in an economic sense, but monetarily 
we feel that we do accumulate these reserves and make that sound 
and safe. 

I have some doubts about that myself, because I think, from an 
economic point of view, we are getting ourselves into a type of rigidity 
in our system that disturbs me. I think that, as these funds 10 years 
from now grow to $10 billion, there will be a weapon in the hands 
of the union, the employees, or the insurance companies who are han- 
dling these funds which can be directed in a way that can stimulate or 
harm the economy. 

For instance, let’s assume that—and this is possible—that the board 
of directors of an insurance company, a huge one, were to be made up 
of 5 bankers, let us say, and 10 manufacturing company executives. 

Now, assume these people, not for purely selfish reasons but for 
ideological reasons, tend to direct those funds into channels which 
would hurt, for instance, Government financing. Let’s say that they 
— at one time they didn’t want to buy any more Government 
bonds. 

Here is a vast source of savings from the American people, for the 
benefit of large numbers of the American people, and the few indi- 
viduals controlling these funds can decide that they don’t want to put 
any of this money into Government bonds; they are going to put it 
into utilities. The result is that the Government could have reat diffi- 
culty in financing its refunding operations. Let us say that they 
decide they are going to keep this money in dollar obligations and not 
put it in common stock. 

Then we would find ourselves 10 years from now with a much 
larger percentage of bonds and a smaller percentage of equities. And 
I think that means rigidity and economy. If, on the other hand, you 
had these trustees that weren’t under tight control and put all the 
money into equities, and we had wide fluctuations in the market, the 
pensioner may suffer by the fact that by the time he retires the value of 
his reserve has gone down, and he may find that there is some insecur- 
ity in this program. 

And now, it seems to me, Mr. Chairman, that we have a problem 
in this tremendous growth of savings through institutional channels, 
and the problem could be serious in the way it would affect our econ- 
omy. For that reason, I think we need information to know what is 
going on, so that perhaps 5 or 10 or 15 years from now, as we observe 
the magnitude of these funds, and how they are being invested, we will 
be able to understand how these investment policies affect this econ- 
omy of ours. Then maybe we will find we need some kind of legisla- 
tion which will set limits on the portion which can be put into equi- 
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ties or dollar obligations, or may be on the minimum portion that 
ought to be put into mortgages, if we decide that housing develop- 
ments for the current period are important. 

So we could set some further limit as to the type of people, for 
instance, who determine investment policies, disassociation of interest, 
conflicting interests, and all these matters, it seems to me, which we 
don’t quite clearly foresee at the present time. They can only be un- 
derstood, and the correction of abuses can only be undertaken if we 
have the information such as is called for here. 

Senator Kennepy. So that you feel that this reporting is desirable 
even if there had not been abuses disclosed, particularly in the em- 
ployer-managed funds. You feel there would be a good case made 
for disclosure, aside from the question of limiting abuses 4 

Mr. Naruan. Yes; I believe very definitely so, Mr. Chairman. And 
I think that a Federal requirement for disclosure would be justified, 
too, not just because of the fact that these funds have set a broad 
national impact. 

Senator Kennepy. The argument has been made that particularly 
the level-of-benefits plans are aaltponsings and it is obviously to the 
interest of the company to get the lowest possible cost, just as it is in 
their interest to get the lowest posisble cost for materials. Do you 
feel that that represents self-policing ? 

Mr. Naruan. Mr. Chairman, I do not, for this reason. All people 
are human in this sense: What is going to happen 20 years from now 
is not as important as what is going to happen 5 years from now, and 
that, in turn, is not as important as what will happen 6 months from 
now. And I believe, as far as the level-of-benefits provisions, it 1s 
true that the biggest obligation will come in later years, unless you 
happen to have a firm with all of its employees within 5 years of re- 
tirement, in which case I think a pension system would be almost 
impossible because we would have to accumulate so much in that 5 
years. 

Basically, these companies will be concerned about maintaining the 
pensions and having the funds for them, but it is gomg to be many 
years in the future when the big obligations will be faced. It is en- 
tirely possible, Mr. Chairman—and I don’t know whether there are 
cases of this nature—but it is entirely possible that the self-interest 
over the long run could be subordinated to some kind of a short-time 
interest to give them a benefit over a competitor or to undertake some 
kind of practices that could really hurt the employee and adversely 
affect the economy. 

Senator Kennepy. Now, one of the arguments that has been made 
by the employer groups has been that the disclosure of this type of 
information to an agency could be harmful to the success of their 
ag And that was made by the representative of United States 

teel; that this disclosure would prevent them from getting a maxi- 
mum return from their investments, and, therefore, would be deleteri- 
ous to the welfare of the employees. Do you feel—from your knowl- 
edge of what information is available to competitors and to the inves- 
tors generally—do you feel that this additional information could 
have that effect ? 

Mr. Natruan. Well, it could, under very unusual circumstances, but 
I don’t think so generally, Mr. Chairman. Of course, it may be that 
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the United States Steel Corp., whose pension toll now runs into a very, 
very substantial sum, might find some modest-sized company with 
whose process they are familiar, and which has some great outstand- 
ing growth possibility, and, if it became known that they were in- 
vesting in X corporation, X corporation stock might rise much faster 
than it otherwise would, and they would have to pay a higher price. 
But I do think that this is the exception rather than the rule, and I 
think that the abuses on the other side can be far more serious than 
the loss of some decided advantage in this respect. 

For instance, let us say that a steel company were trying to control 
a certain source of supply. Now, the amount of these funds is such 
that it is entirely conceivable that the investment of these funds in 
some given source of supply of materials could be such as to in effect 
control the market, monopolize it. I think that that has far more 
serious implications than the danger that some stock they hold might 
rise more rapidly because people know they are investing; or some 
stock they are disposing of, say, gradually over a period of time to 
minimize the effect on the market, may fall more rapidly because 
that distribution is being understood. So that, on balance, it would 
seem to me, Mr. Chairman, that the disadvantages of the disclosure 
are far less serious in their possibilities than the advantages of dis- 
closure. 

Senator Kennepy. It seems to me that there must be many sources 
of information to investors on the stock market, and that it would 
be rather doubtful that the investment of any quantity of funds by 
United States Steel in any issue in any company could remain a 
secret. 

Mr. Natuan. I think that it is a rather remote possibility; that it 
would not be known. Of course, we do have information now on 
what happens to the investment-trust portfolios, and a lot of people 
feel that it would be better if that were secret. But I just don’t agree 
with that. I think it is far more important that it be open to the 
public, and that the little investor know what the big one with the 
research staff is doing. I don’t see anything wrong with that. 

Senator Krennepy. How detailed is that information ? 

Mr. Natrwan. They know the full portfolio and the full holdings, 
and how many shares, each time the portfolio is reviewed. Actually, 
there have been no great disadvantages suffered by the investment 
trusts as a result of this. On most of this you can see how many 
shares they have at the time of reporting each quarter, and you can 
see, therefore, whether they are moving into utilities and out of manu- 
facturing. or into mining and away from utilities, or into a given 
stock, or out of a given stock. Certainly, that reporting has been 
available for years, and there has been no evidence of any great harm. 

Senator Kennepy. I want to thank you, Mr. Nathan. T think 
vour testimony has been unusually valuable, and particularly on 
these points that you have just discussed. I want to thank you for 
coming in. . 

The next hearing will be Friday, June 28, and the subcommittee 
hopes to conclude all of its hearings sometime next week. 

(Whereupon, at 11:55 p. m., the hearing was recessed, to reconvene 
at 10a. m., Friday, June 28, 1957.) 
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FRIDAY, JUNE 28, 1957 


Untrep Srates SENATE, 
SUBCOMMITTEE ON WELFARE AND PENSION 
Puans LEGISLATION, OF THE COMMITTEE 
on Lazor AND Pusiic WELFARE, 
Washington, D.C. 
The subcommittee met, pursuant to recess, at 10:05 a. m., in room 


P-63, the Capitol, Senator John F. Kennedy, chairman of the sub- 
committee, presiding. 


Present : Senators Kennedy (presiding), and Allott. 

Committee staff members present: Stewart E. McClure, chief clerk; 
Roy E. James, assistant chief clerk; John S. Forsythe, general counsel ; 
Michael J. Bernstein, professional staff member; Paul J. Cotter, special 
counsel to Subcommittee on Welfare and Pension Plans Legislation. 

Senator Kennepy. The subcommittee will come to order. 

The first witness this morning is Mr. Arnold Mayer, Washington 
staff and public relations director, Amalgamated Meat Cutters “and 
Butcher Workmen of North America, AFL-CIO. 


STATEMENT OF ARNOLD MAYER, WASHINGTON STAFF AND PUBLIC 
RELATIONS DIRECTOR, AMALGAMATED MEAT CUTTERS AND 
BUTCHER WORKMEN OF NORTH AMERICA, AFL-CIO 


Senator Kmnnepy. Would you proceed, Mr. Mayer? 

Mr. Mayer. My name is Arnold Mayer. I am Washington staff 
member and the public relations director of the Amalgamated Meat 
Cutters and Butcher Workmen of North America, AF L-CIO. 

The AMCBW is a labor union with 350,000 members organized in 
more than 500 local unions throughout the United States and Canada. 
The AMCBW and its locals have contracts with thousands of em- 
ployers in the meat, retail, poultry, egg, canning, leather, fish proc- 
essing, and fur industries. 

I am grateful for the opportunity to present the views of the 
AMCBW on this vital legislation. We believe that a law for the 
registration, reporting, and disclosure of health, welfare, and pension 
funds is long overdue. 

On May 26, the AMCBW international executive board, at a meet- 
ing in New York, considered the progress of welfare fund disclosure 


legislation. It unanimously approved the following statement as 
the position of our union. 


The Amalgamated Meat Cutters and Butcher Workmen of North America, 
AFL-CIO, urges Congress to enact legislation providing public disclosure and 
accounting of funds in health, welfare, and pension programs. 
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We specifically support S. 1122, introduced in Congress by Senator Paul 
Douglas of Illinois, concerning disclosure of activities of all health, welfare, 
and pension funds, both management and union administered. This measure 
is the strictest of any legislation now before Congress for this purpose. Our 
union will continue to work for the enactment of S. 1122. But we urge that 
the Labor Department, rather than the Securities and Exchange Commission 
(as now proposed in S. 1122), be made responsible for the administration of 
the disclosure law. 

We believe such legislation will benefit labor unions, as well as the entire 
nation. The disclosures will prove what labor has maintained for so long—that 
dishonesty is extremely rare among union-administered funds. We want this 
legislation because it will dissipate the cloud of suspicion, which some have 
attempted to cast on these funds and labor. 

We note that the National Association of Manufacturers is against S. 1122 
because the bill would force accountings from management-administered funds. 
It is ironic that the NAM, which is crying so loudly for disclosure legislation 
for union-administered funds, is in violent opposition to scrutiny of manage- 
ment-administered ones. This is fitting testimony of the sanctimonious hypocrisy 
of the NAM and other organized employer groups. 

In short, our union believes that it is in the public interest and in 
labor’s interest that a public accounting of these funds should be 
made periodically. This is the best safeguard against mismanage- 
ment and dishonesty. 

A registration, reporting, and disclosure law will protect the mil- 
lions of men and women covered by health and welfare and pension 
funds. It will also protect the thousands of administrators of these 
funds, who manage them ably and honestly, for disclosure will provide 
positive proof of their efficient and aboveboard operation. 

We are shocked, Mr. Chairman, by the hypocrisy of organized man- 
agement, which seeks to avoid public scrutiny of management-admin- 
istered welfare funds. President George Meany of the AFL-CIO 
has given four examples of unethical and even corrupt — in the 
administration of such funds. There are, undoubtedly, many more 
examples. 

It is rather strange that at the first instance when organized manage- 
ment has a chance to do something concrete about corruption, it spurns 
the opportunity with disdain. Apparently, corruption and crooked- 
ness within management does not bring concern to the gentlemen of 
the National Association of Manufacturers, chambers of commerce, 
and other organized management groups. 

As stated in our executive board’s statement, our union believes that 
both union-administered, management-administered, and jointly-ad- 
ministered funds should come under the disclosure legislation. In our 
opinion, S. 1122 is the best bill for this purpose. 

We are pleased to see that the Eisenhower administration, too, now 
approves of the basic principles of S.1122. Only comparatively minor 
differences separate S. 1122 and S. 2175. There should be little diffi- 
culty in ironing these out. 

We urge this subcommittee to approve S. 1122. We hope this legis- 
lation will become law shortly. 

Senator Kennepy. Thank you, Mr. Mayer. 

Most of your members are covered by some sort of welfare and pen- 
sion plan ? 

Mr. Mayer. Yes; they are. 

Senator Kennepy. What sort of a plan is that? Is that mutual? 

Mr. Mayer. We have all types, sir. In the packinghouse industry 
and in the leather industry it is predominantly management-admin- 
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istered funds. And in the retail industry—on the other hand, I be- 
lieve in poultry it is generally management administered also—in the 
retail industry, on the other hand, it is jointly administered under a 
trustee system. 

Senator Kennepy. When you say “administered” you mean also 
management has a unilateral level-of-benefits plan, or what? 

Mr. Mayer. Yes, sir; it means that management assumes—the plans 
are negotiated, and management assumes the responsibility for admin- 
istering it unilaterally. 

Senator Kennepy. And then the only one that contributes to it is 
management, the employees don’t contribute to it ? 

Mr. Mayer. No; this is generally the case. There may be excep- 
tions in the many contracts we have. 

Senator Kennepy. I appreciate your coming up this morning, and 
appreciate hearing your comments on the legislation. 

Mr. Mayer. Thank you very much, Mr. Chairman. 

Senator Kennepy. At the time the subcommittee started its con- 
sideration of the proposed legislation of welfare and pension plans, 
for my own information I wrote to a number of college professors 
and others requesting their views on the various aspects of legisla- 
tion in this field. Their replies were most interesting and helpful. 
And I shall make them available to the other members of the subeom- 
mittee in the record. 

Now, as we are about to bring our public hearings on the legisla- 
tion to a close, it might appear fitting by way of rounding out the dis- 
cussions we have had to call upon some of these persons who would not 
be speaking for a specific viewpoint, such as labor, industry, insur- 
ance, banking, et cetera, to give us their views. 

This morning we are fortunate in having with us Dr. Seymour 
Harris, chairman of the economics department of Harvard Univer- 
sity, who has written many books in the field, and who has long ex- 
perience as an adviser to Government departments; and Prof. Paul L. 
Howell, professor at the Graduate School of Business Administra- 
tion of both Columbia and New York Universities, and who is the 


research director of the pension fund survey of the Twentieth Cen- 
tury Fund. 


Professor Harris. 


STATEMENT OF SEYMOUR HARRIS, CHAIRMAN, ECONOMICS 
DEPARTMENT, HARVARD UNIVERSITY 


Senator Kennepy. I want to express the appreciation of the sub- 
committee to you, professor, for your courtesy in giving your time 
to come before us, and for your helpful letter which you wrote to me, 
which I would like to place in the record, if it is agreeable. 

(The letter follows:) 


HARVARD UNIVERSITY, 
DEPARTMENT OF ECONOMICS, 


Cambridge 38, Mass., May 3, 1957. 
Hon. JoHN F. KENNEDY, 


United States Senate, Washington, D.C. 


Dear Jack: I enclose my comments on welfare and pension funds. 
With kind regards, I am 
Sincerely yours, 


Seymour E. HArRRIs. 
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May 3, 1957. 
To: Senator John F. Kennedy. 


From: Seymour E. Harris. 
Subject : Welfare and pension funds.’ 


THE BILLS UNDER CONSIDERATION 


Of the two bills (S. 1122 and S. 1145) I find S. 1122 much more adequate. 

It is appropriate that funds established by employers as well as employees 
be covered. For the payments, however made, are a substitute for wages accord- 
ing to generally accepted economic theory. 

Here are a few concrete suggestions in re 1122: 

Page 11, lines 7-13: Why not differentiate State and local from Federal secur- 
ities and also direct issues of the Government from guaranteed ones? 

Page 11, lines 18-25: I would include detailed information on all investments 
which amount to more than 1 percent (cost or present value) of current value of 
outstanding securities or obligations of any one issue. 

Page 12, lines 9-17: Why not require disclosure of investments when plan is 
not funded? 

Page 13, lines 17-22: I would think that the Secretary of the Treasury and the 
Chairman of the President’s Council of Economic Advisers would serve on the 
Council because the investment policies are of increasing importance for the 
economy. 

Page 20, lines 3-11: I would include the Chairman of the Council of Economic 
Advisers. 

SOME GENERAL REMARKS 


These funds are of increasing importance and this is especially true of the 
pension funds. Their accumulation and investment may have profound effects 
upon the economy. I would, therefore, think that the SEC and its Advisory 
Council would be required each year to assess the general effects of the opera- 
tion of these funds upon the economy. For example, the SEC and the Council 
should report on the amounts accumulated each year, how invested, effects on the 
economy, integration with other retirement or pension funds, proposals for in- 
vestment given the needs of the economy, and the like. 

For the protection of beneficiaries the SEC and the Council should estimate 
the value in funded and nonfunded plans, the extent of vesting, the amounts 
entrusted to trustees or insurance companies, and similar information. 

S$. 1122 does not deal with the problem of investment policy. To some extent 
this is covered by the limitations put upon insurance companies and trustees by 
State laws. 

But it would be helpful if the Government provided general information to the 
managers of the funds. For example, historical material on the returns on 
different types of investments might be given; the experience of other types of 
investors; the risks taken with different types of investments, e. g., the risk of 
rising prices with bonds and capital losses with common stocks. Many of these 
funds need general guidance. 

Should there not be an absolute prohibition of investments in the company 
offering the pension program even if it is an employer’s plan? When funds are 
already invested in the company, liquidation should be provided, say, at the rate 
of 10 percent per year. Both job and savings should not be entrusted to any one 
company. 

The SEC and the Council could also be helpful in clarifying the likely benefits. 
Here information on numbers of beneficiaries based on retirement policies the 
life tables should be provided. 

In general, the plans tend to be too optimistic. In a growing economy and 
an inflationary one, the chances are that incomes in a period of 40 years (work- 
ing life) are likely to rise several times. But the accumulations are made on 
the average at incomes in the middle or slightly later years of these 40 years. 
Hence if a pension is supposed to provide, say, $100 per month, by the time the 
pension is paid the actual amount even with actuarial soundness is likely to be 
worth considerably less than one-half relative to current incomes than was 
anticipated when the program was made out. For example, in the last 27 years 
average annual income of workers rose from $1,400 to $3,900. A program of 


1~T am not commenting on some of the issues raised in Senator Kennedy’s letter of April 
8 simply because I do not have the expert knowledge. 
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$50 monthly would amount to more than 40 percent of income in 1929 but only 
15 percent in 1957. 

Perhaps most important, the effect of the spread of these funds upon the 
economy should carefully be watched. By 1955, private pension funds were 
accumulating at the rate of $3 billion yearly. Together with Government in- 
surance of this type the amount was $6,58 billion. The total was equal to 
40 percent of personal savings and 12 percent of all gross private savings. 
By 1960, according to Dearing of the Brookings Institution, savings under the 
private pension funds would reach $6 billion or add 20 to 30 percent to all 
savings of individuals and families. From 1951 to 1956 the rise seems to have 
been from 2.2 to almost $4 billion. On the basis of the latest information, 
$6 billion may be a little high for 1960." 

By the end of 1954, private pension funds had accumulated $21.6 billion and 
public, $39.3 billion. Of the $21.6 billion, $11.8 billion were noninsured pension 
fund plans.* 


The investment of these $11.8 billion were as follows: 


el 
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‘Ss A tendency to desert the Government bond market and to move into common 
y : stocks is to be noted. 
1- | The proposed legislation should require annual surveys which should include 
il the following: 
e i 1. The accumulation, investment, and management of the private pension fund. 
BA ' 2. Relations of these funds to the public funds inclusive of OASI, civil-service 
i retirement, VA, State, and local funds. 
be ; 3. Minimum requirements for management of funds: Commissions, actuarial 
ts : soundness, vesting, funding, investment policies. 

4. Some general principle of investments should be given indicating at least 
nt returns in the past, risks, the compensation for investiient guidance, and the 
V like—though, in general, State and local laws and collective bargaining would be 
, the decisive factors.* 
ne 5. The significance of these programs for the economy: the effects on the rela- 
yn tion of savings and investments. Do they tend to be deflationary by increasing 
of savings too much, or do they tend to be anti-inflationary by increasing savings 
of when investments are high? What are the effects on prices of particular kinds 
se of assets of pouring $6 billon each year into these areas? 

6. Much more work should be done to integrate these plans with OASI in 
nv particular. The growth of pension plans tends to stimulate liberalization of 
re benefits under OASI. The latter is largely a pay-as-you-go program and was 
ite made such in order to reduce the diversion of purchasing power from the income 
ne stream. Now the private plans tend to produce the effects which the 1939 OASI 

were to avoid. . 
ts As part of the integration, the responsibility in Congress should be centralized. 
he In 1952, 5 House and 4 Senate committees were dealing with these problems. 

Mr. Harris. Thank you, Senator. j 
* ) I want to say at the outset that I am speaking for myself and not : 
on for anyone else. . ' 
rs. And I also want to say, Senator, that your subcommittee is to be 

= congratulated for dealing with a very tough and very important prob- 
e 
~ #Cr. Economic megers of the President, January 1957, p. 138, and C. L. Dearing, 
of eo SE ee erate Pease Funds, 1951-54, 1956. 


‘Fr 1942 to 1952, 15 percent of plans approved by BIR went out of business. Pensions 
i in the United States : A study by the NPA for the Joint Committee on the Economic Report, 
- 1952, p. 71. 
s Pensions in the United States, p. 76. 
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lem. And I hope very much that ultimately and very soon there will 

be a bill. I myself prefer the Douglas bill, although there isn’t too 

much difference between the Douglas and the administration bill. I 

think the administration bill apparently gives the Department of 

soe a little more discretion. But in general these are both good 
ills. 

I think a good bill ought to provide disclosures, followup, and 
adequate coverage. And that means in effect that a good bill ought 
to include the level benefits plans, and should also include those plans 
that are administered by employers, because these are the most impor- 
tant ones. 

Now, I say that because I am convinced, and I believe most econ- 
omists are convinced, that if the worker pays part of the cost directly, 
or indirectly, then there is a strong case for disclosure of all plans. 

Now, actually, I think it is true that most economists, virtually all, 
would say that any program of payroll taxes or any payment made 
by employer or employee to a fringe benefit is ultimately paid primarily 
by the employee. 

Many years ago I wrote a book on social security in which I spent 
200 pages discussing the views of economists on this particular issue. 
And I came out very strongly for the position that for the most part, 
irrespective of whether the employer or employee makes a contribu- 
tion, the incidence of the tax or the payment is on the worker. 

And when a trade union makes an agreement with an employer, or 
if an employer on his own provides a pension or any other kind of 
welfare fund, the net result is that to this extent the employer con- 
siders this part of the wage bill, and he pays the wage bill in part in 
this way rather than in some other way. 

So that from that viewpoint I think there is a very strong case for 
the assumption that the employees and the public ait have a 
right to know what happens to thismoney. And therefore I urge the 
committee very strongly to insist upon inclusion of the employer- 
administered plan, as well as those plans, whether employer-admin- 
istered or not, of level benefits. 

In this connection, Senator Kennedy, I would like to point out to 
you that in 1929 the total wage bill was $50 billion, and supplementary 
payments were $660 million. The latter are the kind of payments we 
are talking about today. In other words, 1 percent of the total wage 
bill was in supplementary payments. 

By 1955 the total wage bill was $211 billion, and supplementary pay- 
ments were $13 billion, or more than 6 percent. In other words, the 
supplementary payments are increasing six times as fast as total wages. 
And that gives us some indication of the importance of this problem. 

And it is interesting that an executive of General Motors said spe- 
cifically that when they agree to make a fringe payment they consider 
this part of the wage bill, and they consider it in terms of the number 
of cents per hour that it costs. And you can be sure the result would 
be that the worker would get a smaller amount in his direct wage 
payments. 

Now, I don’t think this is primarily a matter of corruption, because 
as many witnesses have said before this committee, corruption is not 
the more important problem, and there has not been a great deal of 
corruption. I think it is also partly a matter of economy and not 
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merely a problem of corruption, but the question of making the most 
effective use of these funds requires that we have some control over 
what is going on, that is, at least we ought to know what is going on, 
and hope that the publicity will have a favorable effect. 

In this connection, Senator Kennedy, I would like to point out too 
something that you probably know. We have a workman’s compen- 
sation program all over the country. Every State has a workman’s 
compensation program. We have had many studies of these programs. 
And it is a striking and rather discouraging fact that these programs 
that are administered by the States provide in general that for every 
dollar that is paid in, the benefits paid out are only from 50 to 60 cents. 
In other words, 40 to 50 cents are used up in administration. 

Now, my impression is that unless something is done to bring about 
more publicity and disclosure, this is just exactly what is going to 
happen to all these welfare and pension funds. And therefore you 
are at a crucial point in the history of these programs at the present 
time. And I would say that it would be very important under these 
conditions to get some legislation in soon before the States take over 
completely. 

At the present time there are just a few States that really regulate 
these funds. And if you once get into a position where the States 
regulate a large proportion of these funds, or a large proportion of 
the States are involved, then the combination of the State-vested 
interests and the vested interests of the insurance companies will 
result in the same kind of wastage that we now have under workmen’s 
compensation. 

So I cannot emphasize too strongly the point that this is the time 
to get this type of legislation through. 

Now, Senator Kennedy, my main job here, I think, is to try and 
bring out what are the broad general economic aspects of this partic- 
ular problem, as I think there I can be of the most use. 

As I look over the evidence you have had, I think on the whole this 
aspect of it has been neglected. And I suppose that is why you in- 
vited a few economists to this hearing. 

Now, I want to say a word about the state of the economy before 
I bring this in. I have been listening to the hearings on the fiscal 
situation, the Byrd hearings, and I have paid some attention to the 
state of the economy. I don’t, for example, predict that we are going 
to have a great depression, or anything of that sort. 

T am, however, a little concerned that what is happening today— 
and this is relevant as regards this whole problem of the welfare and 
pension funds—what I am trying to say, Senator Kennedy, is, that 
there has been some danger that we may have a decline. 

Or let me put it to you this way, that if you look over American 
history right from the very beginning, and consider what is happen- 
ing to the American economy at the present time, consider the long 
period of dear and rising money rates, and the reluctance of business 
corporations to borrow except those that absolutely have te borrow 
and hurry to borrow before rates get any higher—now, if you consider 
that kind of a situation, and consider this in the hght of American 
economic history, if we do not have some kind of a decline, this will 
be the first time this has ever happened. 

I don’t mean to say for a minute that history does not teach us that 
sometimes things happen for the first time. But I think the assump- 
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tion is that unless the dear-money policy is modified to some extent 
there is a real danger that we may have a decline. 

And this, coming on top of a reduction of armament expenditures, 
might raise certain serious problems. In other words, the problem 
may again be one of not trying to save too much, but perhaps one of 
saving a little less. And from that viewpoint this accumulation of 
pension funds is of some significance. 

Now, as regards the pension funds, as you probably know, Senator— 
and I am sure you do know—there are large accumulations of these 
funds. For example, roughly the present situation seems to be that 
the pension funds accumulate about $5 billion a year. 

Now, I don’t know how much is being paid out; I don’t believe 
anybody knows. But I made the roughest kind of a guess on the basis 
of the number of retired workers, on the basis of coverage, and on the 
assumption that the average worker who gets a pension today from a 
private firm gets $600 a year, which is probably a generous estimate. 
On that basis roughly about $1 billion would be paid out. And I want 
to repeat that this is the roughest kind of a guess. 

Now, if this $5 billion is being taken in, and $1 billion is being paid 
out, then you have a net inflow of $4 billion which is being taken out 
of the spending stream, you might say, and this may be a serious matter 
under particular kinds of conditions. 

It is also true, Senator Kennedy, that the pension programs of the 
Government, the various annuity programs, civil service, old-age in- 
surance, et cetera, take in something like $8 billion, and they spend 
roughly something like $6 billion or a little more, of these $8 billion. 

Now, it is an interesting thing that, you might say, the deflationary 
effect of the pension fund is relatively much greater in the case of the 
private funds than in the case of the public funds. And this means 
that if the issue is one of excessive savings—which is certainly not true 
today, in fact, the issue is the reverse today—then one must take into 
account what effect these accumulations have upon the economy. 

It is an interesting point that all life-insurance companies today 
accumulate something like $6 billion a year. The pension funds ac- 
cumulate something like $5 billion, minus one that they pay out, say, 
$4 billion net, although there is a little double accounting here because 
some of these pensions accumulations are included under the life 
insurance. 

And when you consider the total personal savings in 1955 were $17 

billion, and roughly the same amount in 1956, then you can see that 
these are a very important part of the total amount of personal sav- 
ings. 
Senator Kennedy, you may recall—I want to say a word here about 
the relationship between all of this and the old-age-insurance funds, 
because there has been years of battling on this particular issue, and 
the Government has undergone various changes of views—in 1935, 
when the Social Security Act was passed, Secretary Morgenthau be- 
came terribly worried concerning the large liabilities on old age as 
the number of old continue to increase. 

Under these conditions, in 1935, the Secretary recommended a 
change in the proposed plan under which there would be accumulated 
reserves of something like $80 billion by 1980, so that the interest on 
this reserve could pay part of the bill. 
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But of course with the next few years of relative depression, or at 
least not great prosperity, then people began worrying about the ac- 
cumulation of these reserves and the effects on the economy. And in 
1939 the Government changed its plan and proposed something like 
what we now call a pay-as-you-go plan; that is, you pay out roughly 
about as much as you collect, and therefore you don’t take money out 

of the spending stream. But of course once the war came along, and 
in later years as the program was liberalized and larger benefits were 
paid, a great many people began to worry, as Mr. Morgenth: au had 
in 1935, lest too large a liability be accumulated by the Government 
as a result of the liberalization of benefits, and the rising number of 
old. 

And therefore there was a movement beginning in 1950 toward a 
modified reserve system. And you will notice that there is a substan- 
tial accumulation of reserves in the funds today of considerably more 
than $20 billion, and that the actual accumulation over the years is 
going to increase. So that now the old-age-insurance program is still 
largely a pay-as-you-go plan, substantial reserves are being accumu- 
lated; and of course you can assume that in later years there will be 
large increases in taxes to pay the bill, because, as you know, people 
are getting payments today which are a way beyond what the xy have 
earned. 

For example, Senator Kennedy, I am under the old-age-insurance 
program today, I shall have paid before I retire some thing li ke $1,000, 
or the university will pay for me, and I will get an annuity that w ould 
cost about $22,000 froma private life-insurance company. 

Now, this is the kind ef subsidy that people who are relatively old 
get from the Government under the old age insurance program. And 
this of course menns that in later years the Government will have to 
somehow or other make up for these deficts. And the way would 
be largely through an increase in taxation. 

Therefore what I am tr ying to point out is that the old age insur- 
ance program has gone part of the way toward a program of siphon- 
ing off cash from the spending stream, but « depends largely upon pay- 
as-you-go. ‘The private pension program, however, is lar gely 2 reserve 
program. And therefore there is a question as to the relative im- 
portance of these two programs. 

You will note that the old age and survivors insurance program 
accumulates large sums of money. But on the whole it pays out most 
of what it takes in. And that explains the fact that there are a large 
number of beneficiaries, 5 to 10 times as many as under private pro- 
gram. And these beneficiaries, 5 to 10 times as many, average about 
$65 a month from the old age and survivors insurance. 

Most of these people, of course, are being subsidized by the Govern- 
ment, because they haven’t had a chance to accumulate enough cash to 
make these payments out of what they have put in or what their em- 
ployers have put in. Therefore, if you have an increased recourse to 
the private pension program, what this means is, you are going to have 
an increased recourse toward what we might call a reserve plan. 

And if there should be an excessive savings this might be unfortu- 
nate. In that case there would be a much greater case for strengthen- 
ing the old age and survivors insurance program as against the pen- 
sion program. 
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Now, it is true that the benefits under old age insurance have gone 
up—they lagged way behind the cost of living in the thirties, but they 
are way below the level that is given, for example, by the rise of per 
capita in income since the 1930’s. So relative to the size of the econ- 
omy the old age insurance program has lagged behind considerably. 

1 think this is one explanation of the fact that the private programs 
have become so much more important, that is dissatisfaction with the 
level of benefits under the old age insurance program. 

Now, if pay-as-you-go is the most appropriate policy, because it 
doesn’t interfere with the spending program, then to that extent there 
is a great deal to be said for old age insurance as against the private 
pension program. If on the other hand you want more savings—and 
this certainly has been true in recent years—then to that extent the 
pension programs have contributed a very important, made a very 
umportant contribution toward the economy by increasing the total 
amount of savings. 

So much about the adequacy of these programs. I did want to make 
one other point which is generally not realized. This is a point that 
came home to me when I served on the university pension committee. 
What we have tried to do in the university has been to set up a pension 
program or annuity program—as a matter of fact, these terms are used 
very loosely, because a pension is supposed to be something that you 
would get if you don’t make any contributions yourself—and there- 
fore most of these programs, if the worker contributes, or the em- 
ployee contributes, they really shouldn’t be called pension programs. 
But that is aside from the main issue. 

Senator Autorr. Mr, Chairman, may I interrupt, because I think it 
is necessary to keep the record of this subcommittee straight, so that 
this criteria he is setting forth isn’t accepted. In the hearings before 
this subcommittee for some 2 years that differential has not been made. 
I wouldn’t want anyone to read your description of the interpretation 
of it and then say, “Well, this applies to everything that has been said 
in the past.” 

Mr. Harris. I was just giving you the Webster’s Dictionary defini- 
tion, and pointing out that people use the term loosely—perhaps I 
implied that the committee used the term loosely, but I didn’t mean to 
do that. 

Senator Atxorr. Perhaps we have, but I think it is important to 
know in what sense we use it. 

Mr. Harris. I appreciate that, Senator. 

The point I want to make is this: That when you set up a pension 
plan today, as some of the trade unions and employers have set up, 
what they are really setting up is a program that is going to yield a 
certain amount of income on the average 20 or 25 years later. 

Then the question is: What happens in the intervening 20 or 25 
years? What happens is: If you don’t have inflation you have a 
doubling of per capes income. So that a program that was set UD, 

say, to y vield you $50 a month, will seem like a very small program 2 
years later, when the $50 a month just seems like $25 compared to the 
time when the program was set up. 

And what we discovered in the university was just exactly that, 
when we were setting up a 50-percent program, by the time the retire d 
professors were getting ready to collect they were getting 25 percent 
of their income. 
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Now, if you go back 25 or 27 years you will ue that the average 
worker’s income was $1,400, as compared to the $3,900 today. Now, ‘if 
this is true, then if you set up a $50 monthly progr am, when you set 
it up it gives you 40 percent of the worker’s income before he retires, 
but by the time he is res idy to collect, it comes down to 15 percent. So 
this is something that should be made clear. 

I hope that publicity will be given to these remarks, simply because 
of the fact that I don’t believe the average—this is certainly true 
of the university—that the average individual may be terribly disap- 
pointed. 

And mind you, Mr, Chairman, I haven’t said a word about the fact 
that you will also undoubtedly get inflation on top of that, because 
the institutional factors in your economy, as you all know, are toward 
inflation. And even if you have a 2- percent inflation per year over 
this period, this will give you another increase of 50 percent in the 
average income, and to that extent, of course, the worker will get a 
smaller income relative to the national per capita income at the time 
he gets his payments. 

Senator Atiorr. May I inquire—I didn’t get your first point, I 
thought you were speaking on the inflationary pressures on your first 
point. 

Mr. Harris. No, I wasn’t Senator. 

Senator Atiorr. What was your first point? 

Mr. Harris. My first point was that over a period of 25 years, on 
the basis of past history, on the basis of predictions of all the Republi- 

can experts and the Democratic experts, that your per capita national 
income doubles every 20 or 25 years, bec ause of the rising productivity, 
you see, of 3 percent a year, or ‘something of that sort. 

So if you start at the present time with the per capita income or 
an average worker’s income of $4,000, and you set up a pension pro- 
gram which will yield you, say, $1, 000, that is 25 percent of the wage, 
but by the time the chap collects his $1,000 it is going to receive 1214 
percent, because his per capita Income would have gone up to $8,000. 

So, he is going to feel that in terms of the common standard of the 
country that he has been exploited, or hasn’t got what he thought he 

yas going to get. So he will be unhappy. 

Senator Attorr. The only question is, I don’t see how you can 
separate inflationary factors. 

Mr. Harris. Well, Senator, I am not talking about inflation now, 
because you see, if you have a rise of real income which is due to 
rising produc tivity—in other words, assume you have no inflation, the 
price level doesn’t change at all, and assume that the av erage income 
today is $4,000 for a w orker, Now, we know from past experience, and 
with the great technological advances of the future, this is probably an 
understatement, we know from past experience that 25 years from 
now, in the absence of dev astating war, that this per capita income will 
be SB, 000, you see—no change in the price level, simply because each 
worker and capital and management produces twice as much 20 or 
25 years from now as they do today. 


Therefore the chap will adjust his pension program to a $4,000 
income 


Senator Aniorr. I see your point now. 
Mr. Harris. I guess I am just a lousy teacher. 
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Now, let me say a word 

Senator Kennepy. You won’t say anything about the pupils? 

Mr. Harris. As a matter of fact, Senator, you know I have testified 
before many committee, and the average I. Q. of Senators is not low. 

Senator Kennepy. That is dubious. 

Senator Atrorr. That helps some. 

Senator Kennepy. That is as far as you can go. 

Mr. Harris. Well, I would say two things. In the first place— 
let me put it more positively —the average Senator is a pretty smart 
guy. 

Secondly, that the average Senator, I think, his age is about 50 or 
55, and it is a little more difficult to learn things when you are 50 
or 55 than when you are 21. The youngsters in college e picks up things 
much more quickly . So that I don’t think the Senator need feel 
ashamed of their I. Q. I have worked with many Senators, in fact, 
Iam working with 1 or 2 now. 

Senator Annorr. I don’t want the record to show that I am apolo- 
gizing for my intelligence. 

Senator Krnnepy. I don’t think it does. 

Senator Atxorr. I don’t want to get it twisted around to that ex- 
tent. 

Some of the trouble is, the acoustics in this room are horrible, and 
sometimes I don’t get your thought until you have finished your 
sentence, 

Mr. Harris. Senator, one thing is, I speak quickly, which makes 
it more difficult; and secondly, you mustn’t forget—and as an old 
man I can tell you that—you mustn’t forget that a Senator has to deal 
with thousands of problems. This kind of problem is one of the few 
that I have been dealing with. 

I have been teaching this kind of stuff for 35 years, and to me it is 
A, B, C; I have devoted my life to it. But you probably don’t spend 
one-tenth of 1 percent on this problem. And so I am likely to as- 
sume that you know more than you do, that is what an expert. tends to 
do. So I didn’t mean to say that you weren’t a brilliant man, Sena- 
tor, I didn’t mean to imply that. 

Senator Atxorr. Let’s not put it on that basis either. 

I think this is a good place where somebody might say, “It is a good 
thing that he hasn’t got any more feet to put in his mouth.” 

Weare going from bad to worse. 

Mr. Harris. They ought to put it on me. 

I just want to say one word about vesting. Of course, ev eryboc ly 
thinks it is desirable as far as possible to vest the peat on behalf of 
the workers. And insofar as this can be done it is desirable, because 
one of the greatest disadvantages of these pension funds is that it in- 
terferes with the mobility of the worker, it keeps him in his job in his 
plant, because he doesn’t want to move and lose the advantage of what 
he has already accumulated. 

Therefore, I would hope that some publicity would be given to the 
whole problem of vesting and explaining its importance from the 
viewpoint of national economy. 

Then, Mr. Chairman, I would like to say a word about the invest- 
ment problem. I notice in the Douglas statement something to the ef- 
fect that the State government should more or less take responsibility 
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for this. And I realize only too well that there isn’t any great en- 
thusiasm these days for taking responsibilities away from State gov- 
ernments and giving them to the Federal Government. 

I would hate to believe myself—and I doubt, as Senator Kennedy 
knows, I have had a lot of experience with governors, and I have 
worked with a lot of governors—and I think the New England States 
are pretty well managed, relatively speaking, and yet I am not im- 
pressed by the ability of State governments to deal with investment 
problems. 

I was very much struck the other day when examining the holdings 
of Government securities by all kinds of financial institutions. The 
general picture was that all kinds of financial institutions were getting 
rid of Federal securities, but not the State governments. They were 
accumulating them even more rapidly even as the price was falling, 
and the force was suffering serious declines, 

Now, to some extent this is determined by law and trusteeships. and 
so forth, but this is not the whole story. ‘The point is that you don’t 
yet that kind of expert guidance ordinarily in State government. So 

wouldn’t want to count too much on State governments giving very 
much help in issues of this kind. 

I would hope very much in the whole issue of disclosures that there 
would be a governmental committee that would deal with this problem, 
an intergovernment departmental committee, and at least present a 
certain limited amount of information on these funds. 

Of course, it would perhaps be dangerous for them to say, “You 
ought to buy such and such stocks,” or “You ought to buy stocks in- 
stead of bonds,” or anything of that sort. But there are some crucial 
issues involved that I think at least ought to be clarified. 

For example, it is often said that the safest investment in the world 
isa bond. Well, anybody who looks at American history knows that 
that is bunk. It isn’t true, because if you buy a bond you are almost 
certain to take a beating on the inflationary front. 

An estimate made by one of the most famous organizations in the 
country shows that if you had bought stocks 75 years ago instead of 
bonds that you would have had an average return from 8 to 9 ) percent, 
despite the great collapse in the twenties, as compared to a 3 percent 
return on bonds. This is aside from losses due to rising prices. And 
that means an increase of value of several hundred percent over that 
period. 

This is true for any major period in American economy history. 

So there is a lot to be said for putting more money into stocks. And 
I note from statistics that these funds are going increasingly into 
stocks. 

But whatever the issue is, I think there ought to be some enlighten- 
ment from somebody as to what the issues are. For example, Senator 
Douglas said a great deal about diversification. This is, of course, im- 
portant, and it is important for those who manage the funds to know. 
I have recently undertaken a study on the economies of higher educa- 
tion for the Ford Foundation. And one of the things I looked at very 
closely was the investment problems of institutions of higher narnia, 
They have almost the same kinds of problems that these funds hav 

You take the Harvard Fund; I am sure Senator Kennedy clean 
about as well as I do, it is roughly $400 million to $500 million, that 
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is roughly the same amount that the General Motors has put into its 
pension program. 

Now, the thing that struck me about looking at these programs for 
institutions of higher learning was the extent to which returns differ. 
They vary as much as 7 to 1 percent. And we also noted that when 
an institution had good advice and sound advice from a reputable, say, 
investment trust, or something of that sort, or a good board of man- 
agers, they in general did better than those that didn’t get advice and 
depended ' on their horsesense. 

What I am trying to say here is that investment advice is important 
in some broad general way. And diversification is important. too, but 
it doesn’t solve the problem. One of the things that we discovered 
was, for example, where you had the same structure of investments, 
common stocks, bonds, et cetera, you get almost as large differences, 
because the important thing is not merely whether you buy bonds or 
stocks, but also what you buy. 

Now, since there are these broad i issues, for example, the effects on 
the economy of the welfare and pension funds, the question of invest 
ment, the effect that these funds have on the values of particular assets, 
for example, what effect do they have on United States securities if 
they go in heavy for United States securities? I urge the need of an 
interdepartmental committee. 

My only feeling, partly because I have been interested in State gov- 
ernment, is that more of these funds should go into the State and local 
government issues, because these governments are having a tough time, 
and even though, for example, the securities on the unemployment 
insurance fund, really belong to the States, these unemployment in- 
surance funds are required to buy Government securities, United States 
Government securities, and not State and local, despite the fact that 
State and local governments are having a more difficult time than the 
Federal Government in selling securities. 

I also think that the whole issue of investing in a firm, for example, 
General Motors, investing their funds in General Motors stock, is 
wrong. I would discourage that as much as possible. And I think 
that Senator Douglas was quite right to raise that issue. 

He also said something about the investment in buildings, and on 
the whole seemed to approve. I have grave doubts about this, be- 
cause many of these funds should not get substantial amounts of their 
income tied up in buildings, which is a very —— 

Senator ALLorr. Did you say building? 

Mr. Harris. Buildings, yes. 

These are all problems where T think an intergovernmental agency 
might throw some light. I would hope that in the bill there would be 
something to this effect that, for example, the President’s Economic 
Council, entrusted with the condition of the overall economy of the 
Federal Reserve Board, which is interested in monetary policy; the 
Treasury, which is interested in the credit agencies and the issue 
of its own securities: the Labor Department, which has a great 
interest in the position of labor: and the SEC, which knows a 
good deal about investments—at least these four agencies should be 
concerned in this broad overall problem. 

One of the really crucial issues, I think, in the management of our 
whole financial system is the problem of the financial intermediary. 
The financial intermediary is the insurance company, the Government 
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credit agencies, the savings-bank associations, the life-insurance com- 
panies, and these pension funds. 

Now, there has been a revolution in our whole financial setup since 
1913. What has happened has been that the financial intermediary 
has become a much more important contributor to the total credit flow. 
And unless something is done to deal with the financial intermediary 
somehow or other, there is never going to be adequate control of the 
monetary system. And it is perfectly absurd for Mr. Martin, for 
example, to control the commercial banks, with the support of the 
Secretary of the Treasury, to cut down the total amount of credit, when 
in 4 years the increase in supply of money has been only 7 percent, 
and at the same time to have the financial intermediaries, including the 
Government credit agencies, expending their total supply of credit 
at a tremendous rate—as the commercial banks withdraw, these inter- 
mediaries come in, and the pension funds are going to be a very im- 
portant part of these intermediaries. 

And therefore, whether you like it or not, if you are going to have 
any monetary eee some way has to be found to deal with the finan- 
cial intermediaries, or Mr. Martin might almost just as well go out 
of business. 


That is a strong statement, and I want to say that it is meant only 
to make the point more effectively. 

Of course, the crucial problem here is that we have an increasing 
percentage of old people. And the problem is, how can we take care 
of them reasonably well? I think the pension funds have made an 
important contribution here. The average old person over 65 has 
an income only half as much as the average person in the economy. 
If you get a program, for example, that w ould yield even $50 a month, 
or $600 a year, for the average individual, unattached individual, 
there might a reduction of a gap between the average income and the 
income of the old by something like 50 percent. 

But even for a married fan uilly there would be a substantial cut im 
this gap through these pension funds. But how much this reduc- 
tion would amount to would depend upon how well these funds were 
managed. 

If you are going to provide 40 or 50 percent for management, or 
anything of that sort, then of course the effects are going to be very 
serious. If we do not protect these savings then a large part of the 
fruit of this program will be wasted. 

It is also important to realize that these programs increase the 
interests of the average individual in preventing inflation, because 
he has astake in a stable dollar. 

And finally, Mr. Chairman, may I say I haven’t said anything about 
health insurance. I testified on health insurance before this commit- 
tee a number of times. I want to say that as far as health insurance 
goes, there is a very serious situation in the country. The administra- 
tive costs are too high. The administrative costs are too high, there 
isn’t a sufficient number of comprehensive health insurance programs, 
and as the private insurance companies get into this field more and 
more, they make it more and more difficult to get any kind of a private 
comprehensive health-insurance program. 

And finally, I hope very much as a result of this bill and its passage 
that governmental agencies will make available statistical informa- 
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tion resulting from these reports, so we will know just exactly how 
much money is being taken in, how much is being invested, where it 
is being spent, and what effect it is having upon the economy. 

Senator Kennepy. Thank you very much, Professor Harris. 

One of the questions is where these funds should be invested. I 
was talking the other day to a union leader, and he was very anxious 
to have the pension fund for his workers invested in housing for the 
workers. ‘That indicated that these funds were going to be subject 
to all sorts of pressures by unions and by others for investment in 
projects which have a social purpose rather than merely economic 
security. 

Now, this would be particularly true as more and more information 
becomes available about these funds. They will be a prime target. 
[ am not sure that that is the way they should be handled. What 
do you think about that? 

Mr. Harris. Senator, I might give you an analogy. There has been 
a great deal of talk about investing university funds i in housing. In 
general a great many universities have been against this on the ground 
that you implied. To some extent there is a case to be made for it, 
particularly when getting money is fairly expensive. And I expect 
the trade unions feels that this is the ch eapest way of getting money. 

I would say as a rule I wouldn’t be too happy about too much of 
these funds going into housing. I think in some cases you can make 
a pretty good case for it. But I think that if this is done, these peo- 
ple ought to understand what they are doing and the risk they are tak- 
ing, and the people who have a vested interest in these funds ought to 
know what is being done, and that housing is not a liquid asset, and 
very often housing becomes unprofitable—in an inflationary economy 
that doesn’t happen, and although I don’t think we are going to have 
as serious an inflation as we had in the past, we may have an excess in 
housing, particularly as a result of the easy financial terms that are 
made available. 

And if this happens, we may find that the housing projects are not 
a profitable investment and the workers may have lost some of 
these funds. That has happened in Latin America to a considerable 
extent. 

Senator Kennepy. Do you feel that there is no necessity for us to 
write in any limitation on the areas of investment, but if it is publicized 
and disclosed that would take care of it. 

Mr. Harris. I think a trade union, if they have control, or if an em- 
ployer has control, I think if they want to invest in housing I suppose 
there is nothing you could do about stopping it, but I think they ought 
to know what the score is. 

Senator Kennepy. Well, in all your talk about the problems that 
the piling up of these funds is going to bring to our economy, your 
point is that these funds are of vital importance to the economic 
future of the country as well as the people involved, and therefore 
it is vitally important that the Government has this information at 
hand so that it can then make some decisions as to the way it ought 
to go, rather than just leaving it to the various States or to the in- 
dividual companies? 

Mr. Harris. Yes, Senator. My point is—and I am critical—and 
this was certainly true during the Democratic period too—I am not 
making this a political issue—but what troubles me—and Mr. Martin 
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made this very clear in recent hearings—that you have 20 govern- 
mental credit agencies that are pouring out money, there 1s very 
little integration among these agencies. 

Then you have these pension funds, and life-insurance companies, 
and all the financial intermediaries, these all having a certain effect 
onthe economy. And what we want to do today is to take a good look 
at the picture and see what the relationship is, and in terms of that 
whole picture we might know, at least through publicity and what- 
not and action by the President’s Council, we might be able to have 
the kind of accumulation that would do most good for the economy. 

Senator Kennepy. From that letter you wrote me on May 3, I 
would just go through some of the point you made. 

You suggested that detailed information on all investments which 
amount to more than 1 percent (cost of present value) of current 
value of outstanding securities or obiigations of any one issue be 
included. 

I think you had 5 percent in that one bill, as I recall, and I wondered 
why you made the 5 percent rate rather than the one. 

Senator Kennepy. Exceeds 5 percent, 5 or 10 percent of the out- 
standing value of any one issue. 

Mr. Harris. I would say 5 percent in some of these issues is a tre- 
mendous proportion, and it may well be that one of these pension 
funds will control a large corporation. 

Senator Kennepy. One of the other points that you made was that 
this information should come into the SEC rather than the Labor 
Department? 

Mr. Harris. Well, I was thinking that the SEC, of course, knows 
a little more about problems of investment, probably a good deal more. 
1 don’t feel too strongly about—I am inclined to disagree on the whole 
with the Douglas proposal that it be in the hands of the SEC. The 
SEC knows a great deal about the problem of whether a corporation 
is issuing an honest or dishonest statement, and all that sort of thing. 
It doesn’t really have the facilities for dealing with this broad overall 
problem, nor the close relationship to the labor movement—the De- 
partment of Labor for years has been watching these fringe benefits 
and insurance funds, and has a setup to handle these problems better 
than the SEC. 

If I had to make a choice, I would include it in the Labor Depart- 
ment rather than the SEC. But I think the SEC should certainly 
join in this intergovernmental committee that I suggested. 

Senator Kmnnepy. Senator Allott ? 

Senator Attorr. Just 1 or 2 questions. 

I would like you to go back to the pont where you were discussing 
the question that we all got our feet in our mouths about. 

Isn’t it a fact that the Government pensions, retirement programs, 
are based on percentage of the highest earnings? 

Mr. Harris. You mean—— _ 

Senator Atiorr. The retirement benefits. 

Mr. Harris. Well, you have a minimum payment, see? 

Senator Attorr. In other words, you are pointing out the danger 
of these fixed benefits to a man coming into it ? 

Mr. Harrts. Yes. 

Senator Atrorr. You have the Government doing this. We had a 
man from the Weirton Steel Co. in here the other day who said that 
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their retirement benefits were based upon 60 percent of their last 
10 years. Now, the question I would like to ask is, Do these two 
things of which you spoke operate in the economic field to produce a 
bargaining pressure toward a percentage of the last few years’ in- 
come rather than upon a flat basis? In other words, we will pay you 
20 percent of your last 5 or 10 years’ salary, whatever the case may 
be, rather than $50 a month when you retire. 

Mr. Harris. W ell, Senator, I think in general, from what I know 
about these programs, the general idea is, you take a look and you 
say, “Well, here is a chap that is earning $100 a week,” and you say, 
“We want to provide an adequate pension.” So that what you end 
up with, you say, “We will have a 50 percent of your last 10 years.” 
That means a pension of $2,500 a year. And I think in general any 
dollar figure that is stated is put in terms of trying to relate it to 
the retirement pay before you retire. 

Senator Attorr. Of course, many of us have been opponents of the 
inflationary theory that pervaded this Government from 1940 until 
1952, and now what you have adequately pointed out has happened to 
the man who invested in the bond type of security or mortgage type 
of security, which is based upon a return in fixed dollars. 

And the ‘people who bought pension plans, the people who bought 
insurance plans, and others, have suffered an irreparable loss. Many 
young men went away to the war in 1940, in comparatively independ- 
ent financial status, only to find out that when they came out the in- 
flation of the war had left them in a condition of comparative economic 
insecurity. 

I would like to say this—and I don’t want to quibble in any sense— 
but after our discussion about pension annuity I sent up and had the 
definitions copied from Webster’s Unabridged Dictionary, and I 
don’t find the distinction that you speak of. 

Mr. Harris. What definition did you find for “pensions” ? 

Senator AtLorr. (reading) : 

Pension—1. A payment; tribute; specif., the tax or dues payable by a member 


of a society, as a guild, college, or Inn of Court. Also, expenditure; outlay. 
2. A payment regularly made to any person; as— 


and this is obsolete— 
To one employed for current services ; salary ; wages— 
it says obsolete— 


(b) To one by way of subsidy or allowance, whether as a means of securing 
good will, cooperation, or the like, or as a gratuity, as to royal favorites or to men 
of eminence in art, literature, or science. (c) Ch. of Eng.— 


that is Church of England— 


To a retired bishop or incumbent, formerly from a charge of one-third upon the 
revenues of the diocese or benefice, but now more often out of a fund provided 
by compulsory clergy insurance. 

3. A stated allowance or stipend made by a government or business organiza- 
tion, in consideration of past services or of the surrender of rights or emolu- 
ments, to one retired from service; esp., a regular stipend paid by a government 
to retired public officers, disabled soldiers, the families of soldiers killed in 

_ Service, ete. 


And it gives as an example old-age pension. 


4. An assembly or council of the members of Gray’s Inn (see Inn of Court) 
to consult about affairs. 
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5. The combination of board and lodging in one establishment; also, payment 
for it. (Now rare.) 


6. A boardinghouse, lodginghouse, or boarding school, esp. one in continental 
Europe. 
7. (a) A provision by insurance for a retiring allowance to an employee. 


(b) The portion of an employee’s retirement income provided by the employer’s 
contributions under a contributory plan. 


Mr. Harris. This is pension, this last one? 


Senator Atxtorr. This is still part of the general definition. This 
does not indicate an employee’s retirement income. 


Pension—To grant or pay a pension to; to dismiss or retire from service with 


a pension ;—frequently followed by “oft’—-To receive board and lodging at a 
fixed rate. 


T will offer that, and the one on “annuity”; I don’t want to read that. 
(The definitions referred to follow :) 


[Webster's Unabridged] 


Pension—1. A payment; tribute; specif., the tax or dues payable by a member 
of a society, as a guild, college, or Inn of Court. Also, expenditure; outlay. 

2. A payment regularly made to any person; as: (a) (Obs.) To one employed 
for current services ; salary; wages. (b) To one by way of subsidy or allowance, 
whether as a means of securing good will, cooperation, or the like, or as a gratuity, 
as to royal favorites or to men of eminence in art, literature, or science. (c) 
Ch. of Eng. To a retired bishop or incumbent, formerly from a charge of one- 
third upon the revenues of the diocese or benefice, but now more often out of a 
fund provided by compuisory clergy insurance. 

3. A stated allowance or stipend made by a government or business organiza- 
tion, in consideration of past services or of the surren..er of rights or emolu- 
ments, to one retired from service; esp., a regular stipen | paid by a government 
to retired public officers, disabled soldiers, the families of soldiers killed in serv- 
ice, ete. (Cf. old-age pension. ) 


4. An assembly or council of the members of Gray’s Inn (see Inn of Court) to 
consult about affairs. 


5. The combination of board and lodging in one establishment; also, payment 
for it. (Now rare.) 


6. A boardinghouse, lodginghouse, or boarding school, esp. one in continental 
Europe. 

7. (a) A provision by insurance for a retiring allowance to an employee. 
(b) The portion of an employee’s retirement income provided by the employer's 
contributions under a contributory plan. 

Pension—To grant or pay a pension to; to dismiss or retire from service with 


a pension ;—frequently followed by off—To receive board and lodging at a fixed 
rate. 


Annuity 


1. An amount, especially of money, payable yearly (or, by extension, at other 
regular intervals, as quarterly) for a certain or uncertain period, as for years, for 
life, or in perpetuity; an annual allowance or income; also the right to receive 
such yearly amount. At common law an annuity payable for a term of years or 
in perpetuity is an incorporeal hereditament, and is distinct from a rent in not 
oe payable out of land, though it may by express agreement be charged upon 
and. 

2. In its financial.or legal aspects, the right to receive or the obligation to make 
a series of payments of an annuity (in sense 1) considered as an aggregate. The 
simple word “annuity” commonly means life annuity. An annuity is ¢alled, 
according to the time of the first payment, or the period of its continuance: an 
annuity due, when the first payment is at the beginning instead of at the end of 
the first year. 

Also explains complete annuity, immediate annuity, deferred annuity, annuity 


certain, contingent annuity, perpetual annuity or perpetuity, terminable annuity, 
temporary annuity, temporary life annuity, etc. 
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Senator Atuorr. The only point I want to make; you have made 
this distinction, which, if accepted, would not be in conformity with 
the rest of the hearings that we have had. 

Mr. Harris. Yes. 

Senator Attorr. Now, one question with respect to the thing we are 
trying to get at here, which is not the broad economy aspects, although 
we are interested in that, but the things that this committee could ce 
expected reasonably to do in connection with stopping the abuses 
which we have had in this field, and particularly in the Taft-Hartley 
pee enpenenleae type of fund, and in the union funds. I don’t 
believe much of your statement goes into that particular point. 

I would like to ask you this. You have indicated that you prefer a 
very broad form of disclosure. If these funds—and there are nu- 
merous of them which are very well managed, I am sure, and which 
have developed over a number of years very highly skilled, technical 
investment personnel—if the policies of those investments were made 
public, then you would destroy all the incentive to continue that. 

Here is a particular example of how I think it might act to dis- 
advantage—and perhaps you can offer others for me—if one of our 
big steel companies, for example—I used this example the other day— 
were to invest in a hypothetical corporation, the American Fabricating 
Co., which had what they thought was a very valuable process for 
fabricating steel, it would be assumed by everyone that the steel com- 
pany knew what they were doing when they invested in that fabricat- 
ing company. Then, if the fund invested heavily in it and later 
decided that the price had gone beyond what the actual value of the 
patents which this company held were worth, and decided to take a 
profit on it, actually buying, planning programs to buy into later, the 
sale of that stock by a steel company in that particular instance would 
actually, might actually react to the complete financial embarrassment 
of that company, and even in some events drive its stock down so far 
that it might ruin the company. 

Now, that is just one of numerous examples that I have thought of 
that might occur. What are your thoughts on that ? 

Mr. Harris. Well, Senator, you really stated quite a number of 
questions, and I wouldn’t like to keep silent on all of them, unless it 
be interpreted that I agree with everything you have said- 

Senator Atiorr. My whole question—I have just given one exam- 
ple—my question is: What about the effects on other people, the dam- 
aging effects of this complete reporting system that you advocate ? 

Mr. Harris. Well, Senator, I will be glad to answer that. And 
let’s assume that I don’t necessarily agree with the other implication 
of the other remarks you have made. And I would say this—after all, 
I don’t know how much information is required—you certainly 
wouldn’t want every transaction put into a report, or anything of that 
sort. If there was some reason for assuming that there had been dis- 
honesty, then, of course, one might want to go into all the details later 
on. But suppose you asked for an annual report or a 6-month report, 
or something of this sort, on the investments, I see no great danger in 
this. 

After all, the large investment trusts give you all their investment 
policies; you can pick up Massachusetts Investment Trust’s annual 
report, and you find out everything that they hold, and what they held 
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last year, and so forth. And they are not afraid of somebody else dis- 
covering that they bought more Erie stock or sold more Erie stock. 
They are not afraid of publicizing these secrets. 

Senator Attorr. May I reply that when you buy into a trust you 
own part of that trust. 

Mr. Harris. Well, let me also say that institutions of higher learn- 
ing do exactly the same thing; they reveal everything they ‘hold. But 
the crucial issue here is that the public has a right to know, and, even 
if it were true that this might cost the fund some money, I still think 
the important thing is that this money belongs to the workers, and, 
therefore, they have a right to know w hat this cor poration or bank or 
insurance company is doing with this money. 

Senator Autorr. We w ill have to part company there. There just 
simply is no basis for saying that it belongs to the workers; if it did, 
they could sue for it. If it was their money, they would have a legal 

right to sue for it. 

“Mr. Harris. W ell, Senator, that is getting rather legalistic. Isn’t it 
true that, if you were running a corporation and you provided a mil- 
lion dollars for one of these funds, this would be in lieu of other wage 
payments ? 

Senator Atxorr. I don’t regard it as such; no. 

Mr. Harris. Then you are in disagreement with me, and certainly 
most economists, on this? 

Senator Anxorr. I can’t help that. They may all be wrong. 

Mr. Harris. That is true. 

Senator Atitorr. And I can be wrong. 

Mr. Harris. That has happened, too. 

Senator Atxorr. I would like to go back to this one question. You 
don’t think that the damaging effect of such disclosures is of any sig- 
nificance or consequence; is that it ? 

Mr. Harris. Well, 1 would go further and I would say that dis- 
closure might result in considerable savings—I mean, after all, the real 
danger of ‘this whole program is that you are going to have an awful 
lot of intermediaries coming in and getting parts of this money—that 
is what has happened to some extent in the past. On the basis of our 
past experience with insurance, and group insurance in particular, 
what has happened is that for every dollar paid out the worker gets a 
disproportionately small part. 

I think the proposal could cut this down beyond any possible re- 
sult 

Senator Auvorr. I think you are going under a false presumption. 

Mr. Harris. Well, after all, the record is pretty clear that there has 
been a certain amount of, I think not primarily corruption, but pri- 

marily excessive cost of running these programs. I don’t know 
whether you were here when I discussed the workmen’s s compensation, 
but there is an excellent example of what is happening if you don’t 
know something about disclosure. 

Senator Atiorr. I am concerned about the same thing that yon are, 
about preserving the last dollar for the man who is supposed to be 
the ultimate beneficiary of these funds. But having sat through all 
of these hearings on this matter, including the investigation into the 
original fund, what you say is true to this extent, that in the jointly 
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administered fund, and in the union funds, we did find what you just 
said wastrue. But nowhere else. 

But those funds account for only about 8 percent of the total funds. 

Mr. Harris. Yes. But it is my impression—I have also read the 
record, Senator, I got up early in the morning and stayed up late at 
night reading all your hearings—and the impression that I have is 
that virtually none of the employ er-administered funds were investi- 
gated so far. 

Senator Arnorr. Well, that simply is not true. 

Mr. Harris. That is what the record says. 

Senator Axuorr. Because the staff did go out to investigate all 
funds, they found the abuses in these funds, in the union funds, and it 
spent most of its time there. But the committee did not give instruc- 
tions, nor did the staff have instructions, to devote themselves to any 
one field. 

Mr. Harris. Wasn’t it probably true that they had more difficulty 
in getting at the facts of the employer-administered funds? This is 
also clear in the record. 

Senator Atuorr. I don’t think so. The United States Steel in the 
first instance was not cooperative, because there were certain invest- 
ment policies which it didn’t feel it should make public. But I am 
not aware of any other difficulty of any magnitude that the committee 
or the staff had. As a matter of fact, our difficulty in getting people 
to testify was in getting the people who were running these Taft- 
Hartley and union funds to testify. 

[ appreciate your remarks on this. Thank you. 

Mr. Harris. Despite our differences, Senator, may I say that I 
spent 10 summers in Colorado, so I am virtually a Coloradan. 

Senator Atrorr. I am glad you enjoyed it. We will welcome you 
out there again. 

Senator Kennepy. Professor, one last question. When the Acting 
Chairman of the SEC was before us I asked him whether he thought 
it would be wise to write into a bill certain prohibitions against certain 
practices which were based on the Investment Act of 1940, which 
more or less established these fiduciary relationships which the ad- 
ministrators of the plans had toward the plans themselves. And there 
were prohibitions, for example, against receiving or agreeing to re- 
ceive any commission, gift, or thing. of value from any person, securing 
or attempting to secure or influenci Ing or attempting to influence the 
procuring of any contract for the performance of service in connection 
with such plan, to borrow any money or property for such plan or any 
funds in connection with it, to sell to such plan or any funds con- 
nected therewith any security or other property to buy from such 
plan or any fund connected therewith any security or other property— 
and there are certain other prohibitions out of the Investment Act of 
1940—I asked the SEC to consider whether it would be wise to write 
that into a bill. 

And in answer, on June 21, 1957, the supplemental memorandum 
of the Securities ‘and Exe hange Commission discusses this question: 
how far beyond disclosure should C ongress go, should it only be to the 
limited extent of the Douglas and Ives bill, or beyond ? 

In answer the Commission suggests that : 
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Regulation of the type that Senator Kennery suggests is desirable. It is limited 
regulation, and this only establishes fiduciary standards. With this the Com- 
mission concurs, at least from its study of the reports heretofore made, that 
limited regulation of this type is in the public interest. 

Do you think it is wise, desirable, or unnecessary, these types 

Mr. Harris. I think probably it would be wise. I don’t feel that 
I am an expert on this particular subject. And I did gather from the 
hearing so far that the SEC hadn’t shown any great interest. in this 
problem, or at least it wasn’t part of their general responsibility. But 
I would think that anything of this sort might be helpful. I don’t 
see why it shouldn’t apply. 

But as to the law of the matter I am pretty much at sea. 

Senator Kennepy. The only other question is, you don’t feel that 
the case for the disclosure of these employer plans rests on the revela- 
tions that have already been brought out or might be brought out of 
possible misappropriation or corruption, but that the chief cause 
rests on the public interest in the nature of these plans, and what is 
happening to them, 

Mr. Harris. That is right. And, Senator, I certainly think a corpo- 
ration, like, say, General Motors, or United States Steel, would be 
most unwise, or probably would never consider misapplying these 
funds. 

But there are questions about rights of those who have an interest 
in these funds, and there is a question of keeping the cost down, and 
what not. And if the costs are excessive, these would be revealed by 
disclosure. And I think ultimately if reports are made about how 
much these programs cost, that would be a basis for comparison for 
the various funds, and this would all be helpful. 

Senator Kennepy. I want to thank you, Professor Harris, for 
testifying here today and studying this, and also for the letter you 
wrote me. And I know from your long experience in this field and 
the work in the New England textile field how valuable your views are, 
and I appreciate them very much. 

The next witness this morning is Professor Howell. 





STATEMENT OF PAUL L. HOWELL, GRADUATE SCHOOL OF BUSINESS 
ADMINISTRATION, COLUMBIA AND NEW YORK UNIVERSITIES, 


RESEARCH DIRECTOR, PENSION FUND SURVEY OF TWENTIETH 
CENTURY FUND 


Senator Kennepy. Professor, would you proceed in whatever way 
is satisfactory ? 

Mr. Howetz. Mr. Chairman, I would like to say in starting that I 
want to echo and reflect the same views presented by my colleague, 
Dr. Harris, with possibly one exception, namely, as to who should ad- 
minister the bill: And about that I will say something later. 

I have a statement here, of which I have given a copy to your 
chief counsel, and with your permission I shall present it. 

Senator Kennepy. You may proceed. 

Mr. Howeiu. My name is Paul L. Howell, 535 East 14th Street, 
New York. Since 1948 I have taught corporation finance and invest- 
ments at the Graduate Schools of Business Administration of Colum- 
bia and New York Universities. Before that, from 1940 to 1947 
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I was a staff member of the Securities and Exchange Commission, 
with time out for naval service. I am also director of the Pension 
fund survey of the Twentieth Century Fund (330 West 42d Street, 
New York) a nonprofit research foundation. Iam a partner of Paul 
Howell Associates, financial consultants, with offices at 74 Trinity 
Place, New York. My financial consulting has included Federal 
agencies—Securities and Exchange Commission, Civil Aeronautics 
Board; State public service commissions; the New York Stock Ex- 
change, and other industrial organizations. LI appear here as a private 
citizen at the invitation of the subcommittee chairman and not as a 
representative of any organization. 

During the past year, as research director of the Twentieth Cen- 
tury’s pension fund survey, I have given considerable thought to the 
matter of pension funds in the American economy. Before present- 
ing any conclusions on the appropriateness of Federal registration of 
pension funds it is necessary to review some of their broader economic 
and social asjects. 

I come now to: 


I. ECONOMIC SECURITY OF THE WORKERS 


A. Importance of economic security : In terms of money, these pen- 
sion plans involve the raising of more than $4 billion annually, and the 
management of nearly $30 billion already accumulated. 

That these pension funds are an important part of the individual 
and collective struggle for economic security need not be labored at 
this late date. They are an important supplement to social security 
and are relied upon as assistance not only by the retired worked but 
his dependents and those on whom he might otherwise become a 
charge. 

Secretary of Labor Mitchell has estimated that over 12 million 
workers are vitally affected economically and socially by these pension 

lans. 

This is the workers alone, not their families, which include a great 
deal more people. 

This alone shows the overwhelming public interest with which pen- 
sion fund contributions and accumulations are affected. Pension 
grants have emerged from the cocoon of self-interest to public interest. 
Pension funds thus cease to be juris privati. They become juris 
publicum. 

Many years ago the Supreme Court said there was “nothing private 
or confidential in the activities” of the railroads. (Smith v. 100, 245 
U. S. 33, 43, 1917). This applies with even greater force to pension 
funds because of the important human welfare aspects. 

B. Pensions are a part of wages—Compulsory savings: Sometimes 
a point is made that most of these funds are noncontributory—that 
the employee pays nothing and the employer pays all the annual con- 
tributions which go to build up the assets of the pension trust. I do 
not consider this important from the point of view of economics, 
though it no doubt has its psychological aspects. 

Payment to a pension fund is part of the labor cost. It is part of 
the compensation paid to the employee whether union-negotiated or 
not. Payments for the account of the pension funds are, in essense, 
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part of the pay of the employee, though made to the fund for later use 
instead of being paid to him now for present spending. As a matter 
of economics, the ultimate beneficial interest in these funds belongs 
to the employees and to no one else. 

Payments made into the pension trust of the insured fund, as the 
case may be, are payments made for the account of the employee bene- 
ficiaries. The workers rely on these benefits in accepting employment, 
in determining the amount of their savings, and in making provisions 
for their retirement or old age. These payments are, in effect, compul- 
sory or forced savings imposed on them. 

As a matter of law, these pension funds belong to the workers. (See 
Inland Steel Co.v. NLRB,170 F. 2d 247, (1949) 336 U.S. 930 (1949) ). 
The workers are the beneficial owners. Under Treasury Internal 
Revenue Service regulation, in order to get tax deductibility for these 
payments, they must be unconditionally divorced from the corporation 
and dedicated irrevocably to the payment of worker benefits. Internal 
Revenue Code paragraph 404 (a). 

This means that these pension funds no longer belong to the corpora- 
tion. They belong, in fact and in law, to the beneficiaries, namely, the 
workers as a group. That they belong to the workers is a legal fact, 
notwithstanding that title to identifiable amounts may not vest in spe- 
cific individuals. Collec tively, these funds belong to the worker and 
not to the emplover. The worker has the equitable beneficial interest 
(70 Harvard Law Review 490, 493 (1957) ). 

Union and company committees or bank trust departments are 
merely trustees or fiduciaries, despite the fact that they may hold for- 
mai legal title and can buy and sell them. As beneficial owners, the 
workers have proprietary rights. As proprietors they are entitled: 

(a) to have their funds managed for their sole benefit according to 
the highest standards of trusteeship : and 

(6) to be informed fully about the management of their property 
by their stewards, that is, to have an accounting. 

Owners have an inherent right to know what is going on and to be 
informed. The importance of these pension funds to the worker is of 
far greater importance than were the securities to the moneyed investor 
when the Truth In Securities Act was passed in 1933. Investors, at 
least, had the right to vote at annual meetings. Employee beenficiaries 
do not have this voice. Their rights and interests need to be recog- 
nized and protected. 

C. Protection of actuarial soundness and ability to perform as 
expected : Regulation has long been used as a tool to offset the ignorance 
of the individual or his unequal legal position or inferior bargaining 

ower. This was done in the case of life insurance contracts and for 
yank depositors. 

Employee-beneficiaries have an equal, if not greater, stake in the 
ability of pension funds to perform as expected. The workers’ interest 
isa long-term one. Managements come and go. Investment manage- 
ment of a portfolio of securities requires a high order of ability. 

Actuarial soundness is a technical subject not to be hidden in the 
back room. Ability of the fund to perform according to expectations 
should be brought out into the open. The interests of the worker- 
owner- beneficiary ¢ can only be protected by a system of registration, 
disclosure, periodic reports, and interpretative accounting and actu- 
arial audits. 
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Disclosure of composition of portfolio holdings and earnings rates 
has not been detrimental to insurance companies. The w orker-bene- 
ficiaries would be benefited by knowing what is going on about their 
eer ty. Bank trustees cannot object to reporting ‘the stew ardship 
of their trust. The fact that it may result in increased competition 
among the banks and with insurance companies is in itself a beneficial 
result in a freely competitive economy. 

Fifty years ago insurance was unreliable. After the Hughes in- 
vestigation, better regulatory statutes, reports, and audits, insurance 
per formed as expected. Registration and disclosure with respect to 
pension funds is a step to insure the ability of pension funds to per- 
form as expected and thus avoid the insurance debacle of 1906. 

D. Need for economical and efficient administration: Like in all 
matters there is need for economical and efficient management in pen- 
sion funds. This is impossible to achieve unless you ‘have the facts 
and information. 

Without registration and disclosure how can performance be evalu- 
ated? If you do not know the composition of the investment port- 
folio, the amount of idle cash, the investment policy, the rate of earn- 
ings, by whom and how administered, how can these evalutions be 
made? 

Now, I come to a more minor point: 

E. Prevention of abuses: That there have been abuses, excessive 
expenses and fees, conflicts of interest or absence of arm’s length deal- 
ing, fraud and outright theft in the handling of pension funds is well 
known. 

Registration and supervised disclosure of their administration would 
greatly thwart future abuses in pension funds. Similar regulatory 
laws, reports and governmental audits have had a levening effect on 
banks and insurance companies. Despite all this, there have been 
bank and insurance company embezzlements and failures due to mis- 
management 

Truth and disclosure in securities activities has had a prophylactic 
effect. As to benefits, we need only compare the sickness of 1933 with 
the current health of the securities market. 

Similarly, disclosure of pension funds will prevent internal rot and 
disintegration. This deterioration may not become apparent until 
the workers need the funds later in their old age. It is then too late 
to make any remedial changes. Young wor kers have an interest in 
pension funds which may extend for more than 50 vears. Have we 
any guaranty, in these times of rapid technological change, that the 
employer will be around to make good on his “private contract” 

Now I come to Part IL: National Economic Aspects of these Pen. 
sion Funds. 

I wish now to turn from a consideration of the individual plans 
and workers to the broader national economic aspects of pension funds. 

First, I would like to say that the national economy cannot be sound 
unless the workers are economically well off. His welfare is not ade- 
quately taken care of if he is going to hunger and want in his old age. 
This makes for insecurity, restlessness and even social revolution. 
Pension funds will play an important part in the maintenance of the 
American way of living. 

These pension funds are important with respect to the financial 
market. 
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A. The capital market and the new financial giant: Collectively 
pension funds are a new dynamic giant in the capital markets. They 
nopeocent the savings of millions. Even now they aggregate nearly 

$30 billions and they are growing more rapidly than other financial 
lahiintiena, In a decade they may amount to $75 to $100 billion. 
They increase at the rate of nearly $4 billion a year. This rate will 
probably increase as more workers become covered. 

By any standard of measurement they are an important dynamic 
force in the capital markets, in capital formation, in the direction 
of investment, and the availability of funds for new investment dur- 
ing times of tight money and high interest rates. 

What is being done with this amount of savings is of the greatest 
significance to business expansion, to employment, to the financing 
of social security, to the Treasury in its financing of the Government 
debt, to the general banking system and the money markets, and to 
the general tax rates and tax exemption and the equitability thereof. 

There may well be important elements of concentration of financial 
power and control which are of importance to the national economy, 
and hence to Congress, in the aggregation of pension funds in the 
hands of a few banks. 

Now I come to— 

B. Inadequacies of available statistical data on pensions: At pres- 
ent we have no reliable statistical data on the size and rate of growth 
of these funds. This is absolutely necessary for those charged with 
the responsibility of the formation of legislative policy. 

New York Superintendent of Banking Mooney’s study of 1955 was 
only a one-shot study, for a given year and covered only New York 
funds. It was merely a summary report. It did not reveal details. 
Submitted schedules remain confidential. Such a study is of little 
help to the worker-beneficiary or governmental economist or legislator. 

Similarly, the Securities and Exchange Commission staff studies 
are helpful but quite inadequate. Again, the material submitted to 
the Securities and Exchange Commission is voluntary and is sub- 
mitted only on the basis of the identities of the submitting corpora- 
tions remaining undisclosed. 

The Internal Revenue Service filings are inadequate and very secret. 
There is nothing in them on investment policy or earnings results. 
Form 990-P is tailored only to one objective: the determination of 
the eligibility for tax exemption under congressional statutes. 

An institution which looms so important in the national economy 
with $30 billions of assets and growing at a prodigious rate should 
not be ignored in the evaluation of economic trends or the subject of 


guesswor rk. 


Now I come to part III, the adininistration of the Pension Dis- 


elosure Act. 


There are a number of agencies which might be eligible to administer 
a pension disclosure act. Among these are: 

1. Department of Commerce ; 

2. Bureau of Labor Statistics: 

3. Health, Education, and Welfare Department ; 

4. Internal Revenue Service; 

5. Possibly the Federal] Reserve Board ; 
6. A new agency; and last 
7. The Securities and Exchange Commission. 
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I have 9 years of civil service experience and have observed the 
workings of governmental regulatory activities for an even longer 
period. It is my considered judgn ent that the administration of a 
pension registration and disclosure act should be turned over to an 
independent agency. Disclosure administration should be taken out 
of “politics” concerning labor and management, social security, mone- 
tary policy, and tax investigation and exemption. 

There are two basic reasons why the Securities and Exchange Com- 
mission should be charged with the administration of the disclosure 
act. The SEC is an independent agency relatively insulated from 
the day-to-day pulling and hauling of sileer disputes, collective bar- 
gaining, and the political arena. The executive departments, quite 
properly, have special programs and policies which they espouse. The 
sole objective of the SEC, as administrator, should be the accurate 
filing and public disclosure of all pertinent data with respect to pension 
and welfare plans. 

A supplementary but major reason why the SEC should be en- 
trusted with the administration of the act is its recognized impartiality 
and the many years of successful administration of the Truth in 
Securities Act, a similarly disel osure type of statute. 

Now I would like to say a few words on the shortcomings of present 
bills. 

Without making a detailed analysis of the several provisions of the 
various bills now under consideration by the Senate and the House, 
I wish to point out the need for the administering agency to have the 
power to promu!gate rules and regulations, to prescribe forms, xnd 
to make exemptions which are not detrimental to the public interest. 
This is essential in streamlining the reporting to make it as painless 
as possible. 

t is also essential that the agency have power to point up the 
reasonableness of fees, conflicts of interest, as well as to verify the fact 
of full and truthful disclosure through confirmatory audits and in- 
vestigation. 

V. CONCLUSION 


In conclusion, I wish to say that there is no valid reason for secrecy 
in the handling of other people’s money just because an employer or 
bank or an insurance company is the trustee. Both from the indi- 
vidual as well as national point of view pension funds are a public 
trust. There is no place for secrecy in the handling of a public trust 
or a business “affected with a public interest.” 

Senator Kennepy. Thank you, Mr. Howell, for a very helpful state- 
ment. 

Mr. Howell, I do not have any questions, I merely want your con- 
firmation of my understanding of the basis upon which you rest your 
recommendations pointed toward minimizing the mismanagement or 
misappropriation or corruption in the field of pension funds; your 
basis rests upon the ground of public interest ? 

Mr. Hower. Very definitely, Senator. 

Senator Kennepy. That is the angle from which you approach mis- 
management or misappr opriation or corruption ? 


Mr. Howey. Yes, sir. 
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Senator Kennepy. And, as your statement very clearly shows, you 
bottom it upon public interest grounds. That is your argument, it 
seems to me, the best argument and about the major argument, this 
interest of the public in these pension trust funds. It is your feeling 
that disclosure by these corporations would bring mismanagement and 
misappropriation and corr uption among the corporations, particularly 
the very large ones, toa minimum; that is your feeling? 

Mr. Howett. I think that is the fact. 

Senator Kennepy. Any questions, Senator Allott ? 

Senator Atuorr. Mr. Chairman, I just want to make 1 or 2 brief 
comments about the statement that this gentleman has just made. I 
do not know that there is any point in commenting at length on the 
statement of a man who is so confused in his thinking that he goes 
into the field of law and says these funds belong, “in fact and in law,” 
to the beneficiaries; and who then goes on to say that they belong to 
the workers, notwithstanding that the legal title may not resi in the 
specific individual; and who further states that he has based his con- 
cept of this matter upon the proposition that unions are in an inferior 
position, and who ignores completely that these plans, the way that 
they are managed, the way that they are conducted, are, for the most 
part, arrived at by means of collective bargaining and, as we have heard 
here over and over from various people, through tough collective bar- 
gaining. 

You say that they legally belong to the worker. They do not belong 
to the worker until he has fulfilled the conditions under which he 
acquires the right in them. 

Among the items that might ordinarily be concerned in those condi- 
tions is the length of service with the company; perhaps the achieve- 
ment of a particular age, and perhaps, in some instances, a contribution 
to those funds. 

I do not agree with the gentleman when he says that a minor point 
is the prevention of abuses. 

And, as I see this legislation, it is not, as he appears to feel, intended 
to be a great social tool by which we give— 

Senator Kennepy. Are you speaking, Senator, of me or the witness? 

Senator Attorr. The witness, not the chairman; no—a great social 
tool by which you accomplish the first step of making even the corpo- 
ration itself a tool of the worker himself. 

If a laborer can contract for an interest in a fund under certain 
conditions and if he has not yet fulfilled those conditions, and yet he 
has a legal interest, a legal right, which this witness has said, in these 
funds, then he must also, of consequence, if you follow that type of 
thinking, have a legal interest in the future wages and a legal interest 
in the company and the control and management of the company. 

It might be interesting to note here that one of the witnesses of the 
United States Steel union before this committee in 1955 stated that 
they were perfectly happy with the arrangement which they had, and 
that under no circumstances would they want any part in the manage- 
ment or operation of their particular fund. 

I do not regard it as a minor point before this committee to prevent 
abuses. In my opinion, it is the major one, because if we can find those 
areas in which abuses have been committed and provide the means by 
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which these abuses may be stopped, then we will have protected mil- 
lions of workers from theft and embezzlement which individuals may 
accomplish at any level. 

If we follow this theory which this gentleman has advanced—and 
he has assumed erroneously, by the way, that all these areas are 
funded, and his argument is premised on it—then the employer ought 
to be released completely from any responsibility in it, and we will 
ultimately reach what has been referred to generally in these hearings 
as a cost type of plan, where the employer puts in a certain number 
of pennies per hour, or a certain percentage of the payroll, and where 
the employee puts in a certain number of pennies or a certain per- 
centage per hour—then in that situation the employer ought to be 
completely left free without any further obligation to the fund. 

And, in conclusion, I cannot agree in any sense with—and I realize 
that this gentleman has not asked to appear, but has been asked to 
appear, by the chairman—but I cannot permit this particular occasion 
to pass and agree that these matters become a public trust, because I 
feel that they become a public trust only when they become public 
funds, and I pray that we may be protect ted from the type of thinking 
that is expressed in this statement. 

Senator Kennepy. I might say, before our witness replies, that, 
as you said, he is appearing here at the invitation of the chairman. 

I do not know Mr. Howell, but his name was on the list of the wit- 
nesses, and the names on that list have been secured from the Library 
of Congress, the names of people who had experience in this field and 
who had substantial reputations. He was among a group of about 

15 whom I invited to come before the eee in order that we 
might get different points of view from labor or management, or in 
Government. 

Mr. Howell has come at some inconvenience to himself to give us 
the benefit of his experience in this field; and he has had experience, 
having taught at both Columbia and New York University, being a 
director of the pension fund survey of the Twentieth Century Fund, 
being a financial consultant, and being experienced, I am happy to 
have him appear here. Although some of us might not agree with 
his viewpoints, nevertheless I think it is good to have him. 

Mr. Howell, do you now want to comment or reply to the Senator ? 

Mr. Hower. Well, I would like to say one thing in reply to the 
distinguished Senator’s comments. 

I am aware that a number of the pension plans are not funded. I 
was speaking primarily with respect to those with which, however, I 
have had some contact, namely, the retirement funds, and not with 
respect to the so-called health, welfare, and accident funds which are 
usually not funded in the ordinary sense of the word. 

I do not really make any comments with respect to those. 

I agree with the Senator that a number of the pension arrangements 
are consummated as the result of hard-boiled—I think the Senator 
used the word “tough”—collective bargaining. 

I would like to put this question, which has puzzled me: If the 
workers do not own these funds, who does own them ? 

By Treasury regulations, they must be irrevocably dedicated and set 
apart, so the corporation does not own them. 
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Does the union own them? I think asking the question is suffi- 
cient to say no. 

Does the bank own the fund? Well, they have the power to buy 
and sell 10 shares of X corporation common stock, or bonds in which 
they invest; but if I am a stockholder in the bank I cannot say that 
those belong to my bank; the only interest I have in them as a stock- 
holder in Y bank is that we hope we can serve the pension fund at 
somewhat less than we get from them, in terms of our fee. 

Well, who does that leave to own them? That leaves then the re- 
tired workers on the one hand, and the worker yet to retire. 

I agree that in terms of customary common law legal thinking, un- 
less you can identify a particular asset like land by a survey as yours, 
you have doubtful title to it. However, you do have some interest in 
fungible goods, if you own so many bushels in a grain elevator. 

Tleave you the question—somebody must own these 30 billions, and 
if the worker does not own them, who does? 

I submit that they are a trust for the benefit of the workers, and 
since the workers are a general group, I call it a public trust, and in- 
dividual workers as well as society generally ought to know something 
more about these. 

With that, I rest my case, Senator. 

Senator Attorr. You ask a question of me? I will answer the 
question. 

Most of the funds that we are talking about here, the welfare and 
benefit funds as a group, in the funds with which we have become ac- 
quainted although there might be one, in none does the beneficiary 
have any legal interest in the fund until certain conditions are ful- 
filled. 

Mr. Hower. I agree that ordinarily there are certain rules, such 
as age and length of service. 

Senator Attorr. And when those conditions are fulfilled, then he 
has a right and an interest in the fund. 

I cannot understand the philosophy that says that because there 
are abuses we are going to destroy every right of private property and 
the right that private individuals have to acquire it. 

It has been said that one of the greatest evidences of our freedom is 
the right to contract, the right and freedom to contract upon our own 
basis. With the kind of legislation which you and the preceding gen- 
tleman seem to advocate, you would destroy completely the right of an 
individual to contract about his own affairs in the field of welfare and 
pension funds, and if this were done then, regardless of the wishes of 
the employee or the employer, it would not be possible for them to 
contract in an individual capacity; as to the responsibility of man- 
agement to a fund, the management would then become the business 
not only of the employees with relation to what they contracted, but 
would become the business of the Government. 

Worse than that, it would become the business of everyone in the 
United States and everyone who thought he had a right to look into 
that employer’s private business. 

We must remember we are not just talking about the United States 
Steel Corp. and the Republic Steel and the Weirton Steel or General 
Motors and Ford and Chrysler. We are talking about hundreds of 
thousands of smaller employers in this country, even down to people 
who employ only 5 or 10 employees. 
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If we are going to have regulation, we probably have to include ev- 
eryone in the class; but I do not believe we should cut off our arm to 
cureahangnail. There aresuch areas here, but I see no reason in using 
that as a basis and taking a great long step toward the ace omplishn nent 
of one of the primary objects of socialism, as I understand it. This is 
a step in that direc tion, and if we accept your thesis and if we acc ept 
Mr. Harris’ thesis, then we must in a very short time accept the thesis 
that the wage earner has an equal interest in his wages and therefore 
has an equal right to share in the management of the corporation or 
the employer for whom he works. 

Mr. Chairman, that is all I have. 

Senator Kennepy. Do you care to make any further comment ? 

Mr. Howe tu. Well, the Senator presented his point of view, and 
this is a legislative forum in which one of the objectives is to present 
various points of view, in open forum. 

The right of the people to contract—I submit again that the indi- 
vidual worker has very little right to contract or freedom to negotiate 
the plans and participate in them, either in the case of where there 
might be but 11 employees or where there might be 1 million, as in the 
case of a larger steel company. 

As to acquiring an interest, if I am 24 years in the service of a com- 
pany and I do not have my pension vest until I have served 25 years 
and reach the age of 60, and if I am now 59, I a have an interest. 
I may not be able to define it satisfac torily for the Senator, but I do 
have an interest. I have 24 years’ background. I am now 59, I am 
about to step into certain vested rights. Iam interested in the success 
of that program, and I become interested in it the day I enter into em- 
ployment, although if I leave in the first 24 years I may have to leave 
with my hands only in my pocket. 

Senator Atnorr. Mr. Chairman, let me say that we have switched a 
little bit here. No one contends that the employees do not have an 
interest in them, and in their management. And let me say this: 

That, with all fairness, your argument was fine in 1930, but no one 

can contend in this day and age—that the employee bargains from a 
reak hand. 

aii what you say would be true if there were no democracy 
in unions—and I would like to see more. I get letters, many of them 
from my own State telling me about abuses, ~and what you say might 
be true if we had a continuation of that, but we all hope to see the time 
when the employee does have the right to say what does go on in his 
union and, by the same token, he has the same right to say what goes 
on at the bargaining table. 

You want to remember this from the point of view I expressed, he 
always has the right to turn around and say: “I, therefore, do not 

want a plan upon the basis of a level of benefits, I will t: ake a cost plan, 
and I will pay 7 cents an hour and the employer will put in 7 cents”— 
and he will be able to have some protection, and he has an option. 
But having once taken the position that you and the preceding gentle- 
man have taken, there is no stepping back because, after that, you 
have completely voided the right and freedom of action with respect 
to the employer-employee relationship, and the way they wish to go. 

Senator Kennepy. I want to thank you very much, Mr. Howell, for 
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coming down before us. I think your testimony was very helpful and 
stimulating, and we appreciate it. 

Mr. Howe... I wish to thank you, sir. I want to thank you and 
Senator Allott for the privilege of being here. 

Senator Krnnepy. The subcommittee will meet again Monday, 
and that will be the last hearing, I believe, that the subcommittee will 
have on this subject. 


(Whereupon, at 11:55 a. m., the subcommittee recessed, to reconvene 
on Monday, July 1, 1957.) 
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MONDAY, JULY 1, 1957 


Unrrep Sratres SENATE, 
SUBCOMMITTEE ON WELFARE AND PENSION 
Puians LEGISLATION, OF THE COMMITTEE 
on Lagpor AND Pusiic WELFARE, 
Washington, D. C. 

The subcommittee met, pursuant to recess, at 10: 10 a. m., in room 
P-63, the Capitol, Senator John F. Kennedy, chairman of the sub- 
committee, presiding. 

Present : Senators Kennedy (presiding), and Allott. 

Committee staff members present : Stewart E. McClure, chief clerk ; 
Roy E. James, assistant chief clerk; John S. Forsythe, general coun- 
sel; Michael J. Bernstein, professional staff member; Paul J. Cotter, 
special counsel to Subcommittee on Welfare and Pension Plans Legis- 
lation. 

Senator Kennepy. The subcommittee will come to order. 


The witness this morning is Mr. Bernard D. Meltzer, professor, 
University of Chicago Law School. 


STATEMENT OF BERNARD D. MELTZER, PROFESSOR, UNIVERSITY 
OF CHICAGO LAW SCHOOL 


Senator Kennepy. Mr. Meltzer, I want to thank you on behalf of 
the subcommittee for coming before us this morning. I also want 
to express my personal appreciation for the very helpful letter you 
wrote to me on May 14 in reply to a letter I wrote you about this 
question. You have had long experience in this field, and therefore 
your thoughts in this said letter and in your testimony this morning 


are going to be of great value to the subcommittee when it comes to 
consider the legislation. 


Mr. Mevrzer. Thank you. 

Senator Kennepy. Would you care to proceed in the way it is most 
convenient to you. 

Mr. Meurzer. Mr. Chairman, for the record perhaps I should state 
that my name is Bernard D. Meltzer. I have been professor of law 
at the University of Chicago Law School since 1947. I have been 
giving a course in labor law since about 1951. Several years ago, I 
took a leave of absence for 1 year, which I spent as counsel to a Chi- 
cago law firm, which, incidentally, represents employers in labor- 
management matters. Currently, in addition to my teaching, from 
time to time I serve as an arbitrator in grievance disputes. I am 
appearing here in a personal capacity at the committee’s invitation. 

As I explained when I was invited, I am not an expert on adminis- 
tration or tax aspects of these plans. But I have given some atten- 


439 








44D WELFARE AND PENSION PLANS LEGISLATION 


tion to the general problem of promoting the observance of fiduciary 
standards in labor-management areas. 


I think, Mr. Chairman, you have a copy of the mimeographed 
statement, which I thought it might be convenient to make available. 

Senator Kennepy. Yes. 

(The prepared statement of Mr. Meltzer follows :) 


STATEMENT BY BERNARD D. MELTZER 


My name is Bernard D. Meltzer. I have been a professor of law at the Uni- 
versity of Chicago Law School since 1947, and I have been giving a course in 
labor law since 1951. Several years ago, I took a leave of absence for 1 year, 
which I spent as counsel to a Chicago law firm, which incidentally represents 
employers in labor-management matters. Currently, in addition to my teaching, 
I serve from time to time as an arbitrator in grievance disputes. 
ing here in a personal capacity at the committee’s invitation. 

I have been asked to comment on certain issues raised by various pending 
bills dealing with health, welfare, and pension plans. I am happy to do sv, 
although, as I explained when I was invited, I am not an expert on the adminis- 
tration or tax aspects of such plans. I have, however, given some attention to 
the general problem of fiduciary responsibility in the labor-management area. 

I propose to deal with the following problems raised by the differences among 
the various bills: (1) Coverage, that is, which plans are to be subject to, and 
which exempt, from the proposed legislation; (2) the extent to which disclosure 
requirements should be supplemented by penal provisions prohibiting embezzle- 
ment and other conduct violating fiduciary standards; (3) the agency to admin- 
ister the legislation. 

I propose to deal also with a fourth matter untouched by any of the bills, 
namely, the desirability of provisions which would authorize the enforcing 
agency to bring civil suits for improper conduct and which would also facilitate 
such suits by aggrieved beneficiaries. 

Although my statement assumes, without discussion, the desirability of Fed- 
eral legislation in the area involved, I will be glad to examine that assumption 
at the conclusion of my statement if the committee wishes. 

Limitation of coverage, to the extent compatible with the major objective of 
promoting observance of fiduciary standards, is obviously desirable. The effec- 
tiveness and the cost of enforcement will depend on not overburdening the regu- 
latory agency with an unmanageable mass of reports. Furthermore, any identi- 
fiable class of plans should be free from the burdens of disclosure regulation if 
the danger of maladministration is negligible. Nevertheless, any exemption, re- 
gardless of its desirability on these grounds, may provoke objections from un- 
exempted groups because of the invidious comparisons involved. This is sig- 
nificant for two obvious reasons: (1) It suggests the need for caution in assum- 
ing that the risk of abuse in particular areas is so negligible as to warrant 
exemption. (2) Any attempt to differentiate among different classes of plans 
may threaten the adoption of any legislation. The latter point is plainly one on 
which the committee needs no advice from professors, and in accordance with 
the popular image of professors as impractical men, I mention this point only to 
say that I will ignore it. 

I turn first to S. 2137, which would exempt level-of-benefit plans. The basis 
for this exemption appears to be either that the beneficiaries, if they get the 
benefits agreed upon, have no basis for complaint; or that if they fail to receive 
the agreed upon benefits, they will have an action against the employer, or the 
administrator of the plan. I do not believe that these considerations justify the 
exemption involved, for two reasons: 

(1) Legislative investigations disclose that many of the worst abuses have 
oceurred in connection with level-of-benefit plans. If, as a result of such abuses, 
the level of benefit is lower than the level bargained for, legal action against 
defendants who may or may not be solvent, is plainly no substitute for the 
benefits on which the beneficiaries have relied. 

(2) No matter what form a plan takes, the costs to the employer are in effect 
wages. The total of such actual or ostensible costs will presumably be influential 
in future collective bargaining and wage determination. The employees are 
entitled to an adequate quid pro quo in the form of benefits commensurate with 
these indirect wage payments. Such payments should not be diluted by kick- 
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backs, excessive commissions, or other abuses by employer or union administrators 
or both. 

I turn now to 8. 1122, which would limit coverage by excluding plans which 
together with related plans cover less than 25 employees. The basis for this 
limitation appears to be that the aggregate amount of employees or assets involved 
would be negligible or that as to such small plans policing by the beneficiaries, the 
unions, and employers involved would be adequate, or perhaps that some area 
should remain an exclusive State responsibility. I lack information as to the 
aggregate number of employees or of assets which would be affected by such an 
exemption. If these figures are negligible, the choice between coverage or 
exemption is not important because it would not substantially reduce the regu- 
latory burdens involved. On the other hand, if the aggregate interests are sub- 
stantial, I know of no empirical basis for the assumption that self-policing of the 
smaller plans would be adequate. Furthermore, such an exemption, together 
with the usual desire to avoid disclosure and other regulation, might discourage 
the desirable combination of a group of small plans, thereby impeding the reduc- 
tion of administrative costs and the procuring of competent professional assist- 
ance. For these reasons, I believe that the exemption proposed by 8S. 1122 should 
be reconsidered. 

Both S8. 1122 and 8S. 2137 would also exempt the plans of certain organizations 
exempt from income taxation under the Internal Revenue Code. These exemp- 
tions would cover charitable and educational institutions exempted by section 
501 (c) (3) of the code and certain fraternal beneficiary societies, which may 
include unions, exempted by section 501 (c) (8). Despite my lack of expertness 
about the Internal Revenue Service’s administration of these tax provisions, sev- 
eral general comments may be useful. The income-tax exemption accorded to 
fraternal beneficiary societies is subject to the condition that they avoid so- 
called prohibited transactions and also avoid investments which threaten their 
basie purposes (secs. 503, 504 (1)). The execution of such prohibited trans- 
actions may result in a loss of tax-exempt status in the future, but such status can 
be regained upon showing the Secretary of the Treasury that the organization 
will not knowingly engage in a prohibited transaction in the future. 

These prohibited transactions include transactions diverting the assets of these 
organizations for personal purposes. However, it is far from clear that the 
organization’s possible and temporary loss of tax-free status would deter those 
who would otherwise loot the treasuries involved. It is also not clear whether 
the income-tax exemption would be destroyed by diversion of assets unauthorized 
by those ultimately responsible for the administration of the funds involved. 
Nor is it clear how effectively the restrictions on prohibited transactions are 
enforeed by the Service. The Service’s views as to the wisdom of parallelling 
these income-tax exemptions in the legislation under consideration would be 
more useful than any conjectures by outsiders like myself. These income-tax 
provisions alone would, however, appear to be a questionable basis for the statu- 
tory exemptions contemplated by S. 1122,. Unless the committee’s studies show 
that these plans involve considerably less chance of abuse than plans generally, 
a statutory exemption would be unwarranted. It would seem preferable to 
authorize the enforcing agency to exempt such plans by regulation if further study 
supports such action, or merely to rely on the use of commonsense by the agency 
in making what I assume will be spot cheeks of the reports filed. Having said 
this, I want at the risk of being charged with special pleading to suggest that an 
examination of the facts will probably warrant the exemption of the plans of 
educational institutions administered by the Teachers Insurance Annuity 
Association. 

S. 1122 and 8. 21387, although they would exempt the plans of fraternal bene- 
fit societies, do not exempt employer pension, profit sharing and stock bonus 
plans qualifying under section 401 of the code. The basis for this disparate 
treatment is not clear. Qualified plans involve a written program which must 
be disclosed to the employees. Furthermore,’ the regulations also require that 
the trust instrument preclude the diversion of assets from the beneficiaries until 
the obligations to them are discharged. Finally, the tax-free status of qualified 
plans is also dependent upon the avoidance of “prohibited transactions.” Thus 
the tax provisions suggest that plans qualified under section 401 are at least as 
well protected against abuse as are the plans which S. 1122 and 8. 2137 would 
exempt. It seems, therefore, that the disparate treatment provided by these 
two bills is unwarranted—unless, of course, the committee’s investigation has 
turned up facts which justify such treatment. 
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I wish to make it clear that I am not recommending an exemption for quali- 
fied plans. (On this matter, I would rely heavily on the Service’s advice.) I 
am only questioning whether withholding of exemption from qualified plans is 
justifiable once the other exemptions based on the tax laws are granted. 

I turn now to §S. 1813, which would operate to exempt only employer-admin- 
istered plans. The basis for exemption, as I understand it, rests on two con- 
siderations. First, the employer-administrator bears all, or at least a substantial 
portion, of the costs and will accordingly have an incentive for proper admin- 
istration. Secondly, where the employees involved are represented by a union, 
the union, although not directly participating in administration of the plan, 
is entitled to information about its operation and is generally in a position to 
police it. These two factors will, it is assumed, so greatly increase the proba- 
bility of proper administration as to justify this exemption. 

Although this rationale is appealing, it is subject to the following qualifica- 
tions : 

(1) While the employer will want to get his money’s worth, he can get it in the 
form of protection for the employees or by kickbacks and other arrangements 
which dilute that protection. Such improprieties plainly divert what are in sub- 
stance wages to the benefit of the employer or his agents. I don’t know whether 
as a matter of experience such abuses are frequent in employer-administered 
plans or whether union representatives, where they are involved, have sufficient 
know-how and interest to prevent them. It is, of course, possible that union and 
employer representatives might share the illicit pie. In any event the basic 
question, which I cannot answer, is whether the data available to the commit- 
tee suggest that possible abuse of employer-administered plans is so unlikely 
that exemption is justified. If the data are inconclusive, it would appear de- 
sirable to cover such plans initially but to authorize their exemption from dis- 
closure requirements by the enforcing agency in the light of its experience. 

All of the three bills I have mentioned fail to draw a distinction between 
exemption from disclosure requirements and exemption from penal provisions 
such as those prohibiting embezzlement. This approach is questionable because 
exemption raises entirely different problems in these two areas. Exemption 
from disclosure requirements will, for presumably good reasons, lighten the load 
which such requirements impose on private interests and the Government. Ex- 
emption from penal provisions will have a wholly different effect. It will re- 
lieve improper conduct affecting exempted plans from justifiable penalties. Fur- 
thermore, disclosure requirements will presumably deter abuses because they 
must be disclosed at the peril of criminal prosecution. Thus, the inapplicability 
of the disclosure deterrent would appear to increase the need for the deterrent 
effect of penal provisions. For these reasons, I suggest that plans, even though 
exempted from disclosure, should not be exempted from other provisions pro- 
hibiting improper transactions, or, at least, that a disclosure exemption should 
not automatically involve this additional exemption. 

There is one possible exemption from disclosure. requirements which, if not 
already explored, deserves consideration. I refer to the exemption of plans 
adequately regulated by the State involved—-or in the case of multistate plans, by 
the States involved. Because of the variety and the changing character of State 
regulation, I believe that it would be desirable to leave this exemption to the 
discretion of the enforcement agency. The administration of such a provision 
would obviously involve the difficult and delicate job of appraising State regula- 
tory systems. Nevertheless, the provision might well be desirable because it might 
reduce the burden of examination by the Federal agency and because it might 
stimulate the improvement of State regulatory systems. Such improvement, if 
it became general, might reverse the increasing reliance on Federal authority, 
which is disturbing, even when it is warranted by the inadequacies of State regu- 
lation, 

It may be useful at this point to summarize my views concerning exemption 
from disclosure requirements. I would emphasize three points. First, on their 
face, the particular exemptions incorporated in 8. 1122, 8S. 1813, and 8S. 2137 seem 
questionable. Information available to the committee may, however, support 
these exemptions. Unless there is such information as to any particular exemp- 
tion, it would seem wise not to write it into the statute and to rely instead on 
exemption and on commonsense administration by the enforcing agency. 

Secondly, exemption from disclosure requirements should not mean exemption 
from provisions prohibiting improper transactions. 
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Third, the obvious difficulty in steering a proper course between large loopholes, 
on the one hand, and impossible administrative burdens, on the other hand, sug- 
gests that, at best, the solution of the coverage problem will be imperfect. 

The difficulty of finding a wise solution of the coverage problem reenforces 
other considerations which suggest that exclusive or primary reliance on dis- 
closure provisions would be unwise. Disclosure requirements alone do not pro- 
hibit improper transactions; all they do is to make them known. Their effect as 
a deterrent depends, in part, on the sense of shame of those who would otherwise 
engage in improprieties and, in part, on the effectiveness of sanctions against 
improper conduct once it is disclosed. The sanctions supplied by State law, that 
is, the criminal law and the legal standards governing fiduciaries, have not been 
effective. Although State criminal laws against embezzlement are generally 
applicable to welfare and pension plans, their inforcement has apparently been 
lax because of more pressing business or for other reasons. Similarly, it seems 
clear that such plans are already subject to general fiduciary standards imposed 
by State law. Nevertheless, there have been obstacles to the effective enforce- 
ment of these standards by private lawsuits. Some of these difficulties, such as 
the lack of information as to violations, may be reduced by disclosure require- 
ments. But others will persist, such as (1) apathy on the part of beneficiaries 
who have only a small stake in large and expensive controversies; (2) fear of 
reprisal, if legal action is instituted against a union, its officers, or their appointees 
or against their employer counterparts; (3) procedural obstacles to State suits 
against unions where unions, as distinguished from a separate entity, such as a 
trust or a trustee, are administering the plan. For these reasons, Federal action 
supplementing existing State law should go beyond disclosure requirements and 
should prohibit specified classes of transactions which are plainly incompatible 
with fiduciary standards. 

The current bills accept this premise, but the implementing provisions are 
open to criticism. The first criticism 1 would offer relates to the definition of 
penal offenses in section 11 (c) of S. 1122, which also appears in 8. 2137 (see. 
20 (b)), S. 2175 (see. 201). Section 11 (c), after proscribing embezzlement and 
stealing, makes it a crime if a person “unlawfully and willfully abstracts or con- 
verts to his own use or to the use of another any of the moneys, funds,” etc., 
of any plan. This is very vague language for a criminal statute. Indeed, the 
language is so vague that there is a danger that it may add nothing to the 
prohibition of embezzlement or that it may add more than was intended. It is 
not clear, for example, whether the section prohibits excessive salaries, excessive 
couumissions, kickbacks, and the like. There is no need to be so vague about 
questions of this importance. 

Insofar as insurance commissions and conflicting interests in insurance com- 
panies are concerned, the provisions of section 302 (d) (S. 1813) represent de- 
sirable specification. That section, incidentally, while it prohibits borrowing. 
does not prohibit embezzlement. Nor. does it prohibit purchases or sales of 
property without an independent market value where the trustee of a plan is on 
both sides of the table. My tentative view is that such transactions should be 
prohibited, without, however, prohibiting purchase of stock in the employer 
contributing to the plan at no more than the market price. 

Section 302 (d) of S. 1813 does not, as I read it, prohibit excessive salaries to 
trustees of these funds who are already on a union’s or an employer’s payroll 
as full-time employees, and the other bills, although unclear, do not, apparently, 
deal with this problem. While I agree that salary abuses in these plans can- 
not be cured by criminal statutes prohibiting excessive salaries, some corrective 
action appears desirable. The AFL-CIO code of ethical practices suggests a 
possible remedy. It prohibits full-time union officials who spend a portion of 
their time as trustees from recovering additional compensation from the trust. 
It would seem desirable to write that prohibition into law and to impose a simi- 
lar prohibition on employer representatives. 

The compensation of such part-time trustees is a proper operating cost of the 
unions and businesses involved. A requirement that they, and not the plans, 
pay their representatives would presumably subject such compensation to more 
rigorous check and would, in any event, preclude the use of the assets of the 
funds for excessive salaries. If such a proposal were adopted, there should be 
a waiting period before it became effective to permit appropriate adjustments in 
existing plans. 

Even if specified kinds of transactions are prohibited by legislation, the ex- 
perience of the enforcement agency may well suggest further classes of transac- 
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tions incompatible with fiduciary standards, which should also be prohibited. 
Accordingly, it seems desirable to authorize the agency to prohibit such transac- 
tions by regulation. Consideration should also be given to a provision that such 
regulations, prior to their promulgation, should be filed with the Congress, and 
should become effective only if neither House registers its dissent within 60 
days. 

The second criticism going to the approach of all of the bills involves the 
absence of two kinds of provisions: (1) Those expressly authorizing civil ac- 
tions by the enforcement agency; and (2) those reducing present obstacles to 
civil actions by private individuals. Incidentally, it should be noted that the 
cases suggest that criminal provisions, such as those embodied in S. 1813, are 
a basis for private civil actions in the Federal courts. Whether such actions 
are intended is not clear from 8S. 1813. Clarification is thus desirable to avoid 
either unnecessary litigation or unintended consequences. 

But, more important, disclosure requirements, even though supplemented by 
criminal sanctions against certain types of misconduct by fiduciaries, appear to 
be too limited an approach to the problem of promoting observance of the fiduciary 
standards. As I believe everyone concedes, the enforcement of disclosure pro- 
visions will be an enormous task. And, whether the right metaphor is a needle 
in a haystack or in a sewing kit, some crooked needles will slip through. 
There are, moreover, practical limitations on criminal prosecutions in this area. 
Even the most conscientious and interested prosecutors may give other forms 
of law enforcement a higher priority. For these reasons, it seems desirable to 
back up the disclosure and penal provisions of these bills by provisions for more 
effective civil remedies. 

Several devices might achieve this end. Before outlining them in a very 
general way, I want to warn the committee that they are complicated and that 
I have not been able, in the short time I had available since my invitation, to 
examine all of the legal questions involved. 

The enforcing agency should be authorized directly or through the Department 
of Justice to bring actions in the Federal and State courts for breach of fiduciary 
standards. Any recovery would be on behalf of the plan. The beneficiaries of 
the plan would also have similar rights. Before the Government brought an 
action, it would give notice of its intention, so as to permit beneficiaries a chance 
to bring an action within a specified period. If the beneficiaries brought a timely 
suit, the Government would not sue but would have a right to intervene in the 
private action. Beneficiaries would have similar rights of intervention in Govern- 
ment actions. Beneficiaries should be entitled to a reasonable counsel fee if they 
establish a substantial breach of duty in litigation which they institute or if, as 
intervenors, they make a substantial contribution to Government-instituted 
litigation. The committee, if it is not completely repelled by the complexity of 
this proposal, may be interested in the strategy behind it. It is undesirable 
in this sensitive area to have any single and exclusive control over civil actions. 
Dispersion of control will act as a safeguard against ineffective enforcement 
arising from apathy, fear, or corruption in any one quarter. Furthermore, 
express recognition of individual rights of action will promote policing by 
vigilant and courageous employees and will, incidentally, remind them that under 
our system beneficiaries are not expected to remain inert while their assets are 
being dissipated. This reminder may promote the observance of fiduciary stand- 
ards in labor-management areas not subjected to Federal regulation. 

I turn now to the question of whether the Secretary of Labor or the SEO 
should be the enforcement agency. I have a strong preference for the SHC. 
Although I was on the SHC’s staff about 19 years ago, I doubt that this has 
affected my conclusion, which rests on the following reasons: 

1. The problem basically is not one of labor relations, but of the disclosure and 
fiduciary standards to govern financial transactions. 

2. The Commission’s long experience with similar disclosure and fiduciary 
regulation would be invaluable. 

3. The administration of such legislation is a primary concern of the Com- 
mission; capacity for such administration, presumably, has been and will be an 
important factor in the selection of Commissioners. On the other hand, such 
administration is remote from the Secretary's principal functions, and his ca- 
pacity for it has been, and, presumably, will continue to be, at best, a secondary 
factor in his selection. 

4. The Secretary, who is considered labor’s representative in the Cabinet and 
who must preserve good relationships with organized labor, may fear that such 
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relationships would be disturbed by vigorous enforcement of the legislation in- 
volved. 


5. The Commission is better insulated against partisan and political pressures 
than is the Secretary. 


§. Disclosure provisions in sections 9 (f) and 9 (g) of Taft-Hartley, which 
have been administered by the Secretary, have been ineffective. Ineffectiveness 
may, it is true, have resulted from defects in the statute, or from a widespread 
lack of recognition of prevalent abuses rather than from a particular administra- 
tive failure. But whatever the reasons, provision for enforcement of new: legisla- 


tion by the Secretary may not be considered as a promise of effective enforce- 
ment. 


7. Finally, administration by the SHC would underline what I take to be the 
basic idea behind any new legislation in this area; that is, that the custodians 
of other people’s money, whether they are union officials, union appointees, or 
their business counterparts, are to be subjected to strict fiduciary standards. 

Mr. Mevrzer. I plan to deal with the following problems raised 
by differences among the various bills before the committee: First, 
the problem of coverage and exemption; second, the extent to which 
disclosure requirements should be supplemented by penal provisions 
prohibiting embezzlement and other conduct violating fiduciary stand- 
ards; third, the agency to administer the legislation. And I propose, 
also, to deal with the matter which has not, apparently, been touched 
by any of the bills; namely, the desirability of provisions which would 
authorize the enforcing agency to bring civil suits for improper con- 
duct, and which would also make such suits by private parties con- 
siderably easier than they are now. 

My statement assumes, without discussion, that some Federal legis- 
lation in this area is desirable. If the committee wishes, at the end 
of my statement, I will be glad to examine that assumption. 

Now, as to limitation sical limitation of coverage, to the 
extent that this is consistent with the major objective of promoting 
the observance of fiduciary standards, is obviously desirable. The 
committee has made it clear that the effectiveness and the cost of en- 
forcement would depend on not swamping the regulatory agency with 
an unmanageable mass of reports. Furthermore, if there is an identi- 
fiable class of plans in which the danger of abuse is negligible, those 
plans, quite obviously should be relieved from the burden of com- 
pliance with disclosure regulation. Nevertheless, any exemption, re- 
gardless of its desirability on these grounds, may provoke objections 

rom unexempted groups because of the invidious comparisons in- 
volved. And as a result, any attempt to differentiate among these 
plans may threaten the adoption of any legislation. This is a point 
on which the committee obviously needs no advice from university 
professors. And, in accordance with the general notion of professors 
as impracticable men, I raise this point only to indicate that I won’t 
say anything more about it. 

I turn first to Senate bill 2137, Senator Allott’s bill, which would 
exempt level of benefit plans. The basis for this exemption seems to 
be either that the beneficiaries will get the benefits agreed upon and 
therefore will have no reason for complaint, or that, if they don’t 
get the agreed upon benefits, they will have legal action against the 
employer or against the administrators of the plan. 

I don’t believe that these considerations justify the exemption in- 
volved for two reasons. Level-of-benefit plans are susceptible to the 
abuses disclosed by this committee investigation. If as a result of 
such abuses, the level-of-benefit is lower than the level bargained for, 
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legal action against defendants who may or may not be solvent is 
plainly no substitute for the benefits on which the beneficiaries have 
counted. 

Secondly, no matter what form a plan takes, the cost to the eaployer 
is in effect a wage cost. And the total of the ‘actual or ostensible cost 
presumably will be influential in future collective bargaining and 
wage determination. The employees are entitled to an adequate re- 
turn in the form of benefits commensurate with these indirect wage 
payments, and without any dilution by kickbacks, excessive commis- 
sions or other abuses on the part of either the employer or union ad- 
ministrators or both. 

Now, I turn to Senate bill 1122, Senator Douglas’ bill, which, as I 
understand it, would limit coverage by excluding: 

Senator Kennepy. Excuse me. In regard to your statement that 
“legislative investigations disclose that many of the worst abuses have 
occurred in connection with level-of benefit- plans,” the Douglas sub- 
committee, as you know, did not have much opportunity to investigate 
those plans. They were looking at plans primarily under Taft- 
Hartley. Were you referring to “other investigations ? 

Mr. Meurzer. Mr. Chairman, some of the jointly administered plans 
under Taft-Hartley, are I believe, level-of- benefit plans or at least they 
can be. What I wish to emphasize is that such plans are susceptible 
to the abuses disclosed by investigations. 

Senator Kennepy. But you are really discussing investigations by 
the Douglas subcommittee, not the Illinois investigations? 

Mr. Merrzex. That is right. 

I turn now to Senate bill 1122, which would limit coverage by ex- 
empting plans which, together with related plans, cover less than 25 
employees. The basis for this exemption appears to be that the ag- 
gregate amount of employees or assets involved would be negligible, or 
that as to such small plans self-policing by the various interests would 
be adequate, or that smaller employers should be relieved from the 
burdens of compliance with disclosure regulation. 

I lack information as to the agreregate number of employees or 
assets which would be affected by this exemption. If the figures are 
negligible, quite obviously, the choice between exemption and cover- 
age is not important because it wouldn’t substantially affect the bur- 
dens imposed on the Government or on the private interests involved. 
On the other hand, if the aggregate interests are substantial, I know 
of no factual basis for any assumption that self-policing of the smaller 
plans would be adequate. In addition, such exemption, together with 
the usual desire to avoid disclosure and other regulation, might dis- 
courage the desirable combination of a group of pla uns, and in that w ay 
interfere with the reduction of administrative costs and the procuring 
of competent professional advice, which combination sometimes 
facilitates. 

I recognize the desirability of relieving small employers from 
burdensome regulation. But I believe a flat statutory exemption is 
questionable unless the evidence which this committee has suggests 
that regulation is unnecessary because the possibility of abuse is 

negligible. Instead of a flat exemption, it might be preferable, 
probably would be preferable, to make it clear in ‘the legislative his- 
tory that the Congress wishes the enforcing agency to make the re- 
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porting forms for small business as simple as possible. In addition, 
of course, we can presumably rely on commonsense administration by 
the enforcing agency. 

Both Senate bills 1122 and 2137 would also exempt the plans of 
certain organizations which are tax- -exempt under the internal rev- 
enue laws. As my mimeographed statement indicates, the tax provi- 
sions on their face do not seem to warrant the assumption that these ex- 
empt plans will be especially pure. Unless the committee has informa- 
tion or advice from the Internal Revenue Service which justifies such 
an assumption, these statutory exemptions are questionable. Here 
again, I would rely on administrative exemption in the light of 
further experience and on common-sense enforcement. 

Having said that, at the risk of special pleading, I would suggest 
that the facts would probably indicate that the plans of educational 
institutions administered by the teachers insurance annuity asso- 
ciations should be exempt. But it doesn’t follow that all of the other 
charitable and educational institutions which would be covered by 
this exemption also should be blanketed in. 

In view of the two exemptions for charitable and educational as- 
sociations and for fraternal beneficiary societies, which these two bills 
contemplate, the failure to exempt pension, profit-sharing, stock bonus 
plans qualifying under section 401 of the Internal Revenue Code, seems 
somewhat surprising. The tax provisions suggest that such qualified 
plans are at least as well protected against abuse by the tax laws and 
tax administration as the plans which these bills would exempt. I 
want to make it clear that [am not recommending an exemption for 
qualified plans. On that matter, I would rely heavily on the Service’s 
advice. I am only questioning whether the denial of exemption from 
two qualified plans is justifiable, once the other exemptions based on 
the tax laws are granted. 

I turn now to Senate bill 1813, which would operate to exempt only 
employer-administered plans. Now, this exemption, as I understand 
1t——— 

Senator Kennepy. We will follow your advice and get in touch with 
the Internal Revenue Service and ask for their comments. They might 
be helpful. 

Mr. Merrzer. Very well, sir. (See appendix, p. 671.) 

Now, Senate bill 1813, as the subcommittee knows, would operate 
to exempt only employer-administered plans. And this exemption, as 
I understand it, is based on two considerations : 

First, the employer-administrator bears all or at least a substantial 
portion of the costs, and will accordingly have an incentive for proper 
administration: 

Secondly, where the employees involved are represented by a union, 
the union, although not directly participating in administration of 
the plan, is entitled to information about its operation and is generally 
in a position to police it. I take it that it is assumed that these two 
factors will so greatly increase the probability of proper administra- 
tion as to justify this exemption. 

This rationale, while Apne ne: is subject to the following qualifi- 

cations—and perhaps I should say criticisms: While the employer 
will want to get his money’s worth, he can get it in the form of pro- 
tection for the employees or by kickbacks and other arrangements 
which dilute that protection. Such improprieties plainly divert what 
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are, in substance, wages to the benefit of the employer. I don’t know 
whether the data before this committee suggests that such abuses 
are frequent or infrequent in employer-administered plans, or whether 
union representatives, where they are involved, have sufficient know- 
how and interest to prevent these abuses. And, of course, it is always 
possible that both the union and the employer representatives will take 
a cut from the illicit pie. In any event, the basic question is whether 
the data available to this committee suggest that the possible abuse of 
employer-administered plans is so unlikely that exemption is justified. 
If the data are inconclusive, it would appear desirable to cover such 
plans initially but to authorize their exemption from disclosure re- 
quirements by the enforcing agency, in the light of its experience. 

All of the three bills which I have mentioned fail to draw a dis- 
tinction between exemption from disclosure requirements and exemp- 
tion from penal provisions, such as those prohibiting embezzlement, 
and other lame of misconduct. This distinction is a very important 
one, and I believe it unwise to neglect it. Exemption raises entirely 
different problems in these two areas. Exemptions from disclosure 
requirements will relieve both the Government and private interests 
from the burden of compliance, and presumably on the basis of good 
and sufficient reasons. But exemption from penal provisions has an 
entirely different effect. Such exemption would relieve improper 
conduct affecting exempted plans from justifiable penalties. Further- 
more, disclosure requirements will presumably deter abuses because 
they must be disclosed at the peril of criminal prosecution. And thus 
the inapplicability of the disclosure deterrent would appear to increase 
the need for the deterrent effect of penal provisions. For these rea- 
sons, Mr. Chairman, I suggest that the plans, even though exempted 
from disclosure, should not be exempted from other provisions pro- 
hibiting improper transactions, or at least that a disclosure exemption 
should not automatically involve this additional exemption. 

There is one possible exemption from disclosure requirements which, 
if not already explored, deserves consideration. I refer to the ex- 
emption of those plans which are adequately regulated by the State 
involved or the States involved, where there are multistate plans. The 
variety and the changing character of State regulation suggests that 
this exemption should be left to the discretion of the enforcement 
agency. And, of course, the administration of such a provision would 
obviously involve the agency in a tough and sensitive job of scrutiniz- 
ing and appraising the State regulatory systems. Nevertheless, such 
& provision might well be desirable, not only because it would cut 
down on the administrative problem but also because it would exert 
pressure on the States to improve their own regulatory systems. And 
such improvement, if it became general, might reduce the increasing 
reliance on Federal authority, which is disturbing even when it is war- 
ranted by the inadequacies of State regulation and the prevalence of 
dramatic and serious abuses. 

I think the committee is quite aware that it is terribly difficult to 
steer a proper course between large loopholes, on the one hand, and 
impossible administrative burdens, on the other, and that, at best, the 
solution of the coverage problem will be imperfect. This difficulty 
reinforces other considerations which suggest that exclusive or pri- 
mary reliance on disclosure provisions would be unwise. Disclosure 
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requirements by themselves, of course, don’t prohibit improper trans- 
actions; all they do is require that such transactions be made known. 
The effect of disclosure as a deterrent depends, in part, on the sense 
of shame of those who otherwise would engage in impropriety and, in 
part, on the effectiveness of sanctions against improper conduct once 
it is disclosed. 

The sanctions supplied by State law, that is, the criminal law and 
legal standards governing fiduciaries, have not been effective. Al- 
though State criminal laws against embezzlement are generally applic- 
able in this area, they haven’t been effectively applied, either because 
prosecutors have given a higher priority to other matters, or for other 
reasons. 

Senator Kennepy. In other areas would there be a similar provision 
for Federal prohibition against embezzlement, other than that in the 
banking acts ¢ 

Mr. Mevrzer. There might be in the banking acts. 

Senator Kennepy. This might not be an entirely appropriate area 
for the Federal regulation ? 

Mr. Merrzer. I think it would be an appropriate area, given the 
fact that it is likely that the primary impact of regulation ‘would be 
on plans which involve some form of collective bar: gaining. Protec- 
tion against misconduct in this area is a corollary of the national labor 
policy. As a result of that policy, the growth of unions has been 
protected. In addition, minorities are required to be governed by the 
agreements collectively bargained for by the majority, representative. 
It seems to me that a corollary of that policy involves protection by 
the Federal Government of all the interests involved. But I do think 
that if embezzlement precedents in Federal law are relevant, you might 
find them in various banking statutes. 

Senator Kennepy. When the SEC was before us I read some of 
the prohibitions which are written in the Investment Act of 1940 set- 
ting forth the obligations of the trustees. Were you considering that 
we might write that sort of legislation ? 

Mr. Mrurzer. I think, Mr. Chairman, that at least a study of these 
provisions—and I am sorry to say that in the short time that I had 
I couldn’t dig into it—but a study of those provisions as a possible 
model, and of course, changed in the light of the different practical 
problems, would be well wor th while. 

Senator Kennepy. There was some feeling that, as we are moving 
into a new area, we should really just confine ourselves initially to dis- 
closure, to find if that would have any self-policing effect. I notice 
that vou comment that that might not. 

Mr. Mevrzer. Mr. Chi airman, I want to suggest that we may be mis- 
led here by the SEC experience. One of the reasons disclosure under 
the 1933 act has worked so effectively is that there was a very tough 
sanction—if somebody is registering securities, say, and there is a stop 
order by the Commission, the deal becomes sour, the securities will not 
be marketed, and everybody knows that. But we don’t have the same 
kind of sanction in this area. And it may be that here we would be 
creating an administrative monster that would produce very little in 
the way of an effective deterrent. Of course, this would depend in 
part on who enforces this legislation and how much money Congress 
will appropriate for enforcement. But once it gets around that the 
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Commission, or the enforcing agency, really doesn’t have the staff to 
dig into these reports and at best there is an occasional spot check, and 
that the chances are a hundred to one against any effective inspection, 
I don’t know that this legislation will accomplish anything if it is 
confined merely to disclosure. 

Senator Kennepy. In other words, if you take in all the plans as 
envisaged by the administration proposal, which would include hun- 
dreds of thousands of plans, relying on an occasional check, and pro- 
viding just for disclosure, not prohibition, it means that you are only 
going to do it superficially. Then it is less desirable to have these 
prohibitions. If you are going into a limited number such as pro- 
vided in the Douglas bill, I don’t think it would be necessary. 

Mr. Mexrzer. I agree that the greater the scope of coverage, the 
greater the practical necessity for some regulation beyond disclosure— 
unless there were a very large staff to enforce the disclosure regula- 
tions. But it is not clear to me how much difference in practice 
the exemptions in Senator Douglas’ bill would make. We would have 
to know how many plans are involved in his exemptions and what the 
regulatory burden would be notwithstanding those exemptions. 

Senator Kennepy. Will you continue with your statement, please. 

Mr. Mevrzer. I might just add this, Mr. Chairman—and this is 
suggested by your reference to the SEC legislation—it might well be 
desirable to think in terms of two different kinds of prohibitions, one, 
criminal provisions which have to be or should be reasonably precise 
and, secondly, provisions setting up standards which could be im- 
plemented by civil suits for breach of these standards or fiduciary rela- 
tionships generally. And the latter standards would not have to be 
so Pree, 

was indicating on that line that these plans seem in general to be 
covered by State laws concerning fiduciaries. But the legal rules are 
murky, and there have been obstacles to the effective enforcement of 
the standards by private lawsuits. Some of the obstacles, such as lack 
of information as to violations, may be reduced by the legislation being 
considered. But others will remain, such as apathy on the part of 
individual beneficiaries, who have a small stake in a large and expen- 
sive controversy; secondly, the fear of reprisal, if legal action is in- 
stituted against union officials, their appointees, or their counterparts 
on the employers’ side; and, finally, in some States there are atdcetarsl 
obstacles to suits against union, where the unions, as distinguished from 
some separate entity such as trusts, are administering the plan. For 
these reasons I believe that Federal legislation should go beyond the 
disclosure requirements and should prohibit specified classes of trans- 
actions which are plainly incompatible with fiduciary standards. 

Now, the current bills accept this premise. But I think the imple- 
menting provisions are open to criticism. The first criticism I would 
offer relates to the definition of “penal offenses” in section 11 (c) of 
S. 1122, and that definition appears in two other bills. Section 11 (c), 
after prohibiting embezzlement and stealing, makes it a crime if a 
person “unlawfully and willfully abstracts or converts to his own use, 
or to the use of another, any of the moneys, funds,” et cetera of any 
plan. Now, this is very vague language for a criminal statute. And 
the language is so vague that there is a danger that it may add nothing 
to the prohibition against embezzlement, or that it may add more than 
was intended. It is not clear to me, for example, whether the section 
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rohibits excessive salaries, excessive commissions, kickbacks, and the 
ike. And in my view there is no need and no justification or being 
so vague about questions of this importance. 

Insofar as insurance commissions and conflicting interests in insur- 
ance companies are concerned, the provisions of section 302 (d) of 
S. 1813 represent desirable specifications. This is, of course, exclud- 
ing the fact that the bill applies only to jointly administered plans. 
That section has however, some curious features. While it prohibits 
borrowing, it doesn’t seem to prohibit embezzlement, nor does it pro- 
hibit the purchases or sales of property without an independent mar- 
ket value where an administrator or trustee of the plan is on both sides 
of the table. My tentative view is that such transactions should be 
prohibited, without, however, prohibiting the purchase of stock in the 
company contributing to the plan, at no more than an independently 
established market price. 

Section 302 (d), as I read it, doesn’t prohibit excessive salaries to 
trustees of those funds who are ‘already o on a union’s or an employers’ 
payroll as full-time employees. And the other bills, although not en- 
tirely clear, apparently don’t deal with this problem. I agree that a 
prohibition against excessive salaries in a criminal statute isn’t the 
way to get at this problem. But some corrective action seems desir- 
able. The AFL-CIO code of ethical practices suggests a possible 
remedy. As the committee undoubtedly recalls, the code prohibits 
full-time union officials who spend a portion of their time as trustees 
from recovering additional compensation from the plan or the trust. 
It would seem to me desirable to write that prohibition into law and 
impose a similar prohibition on employer representatives. 

The compensation of such part-time trustees is a proper operating 
cost of the unions and businesses involved. A requirement that they, 
the unions or the businesses, and not the plan, pay these part-time 
representatives, would presumably subject such compensation to more 
rigorous check and would in any even preclude the use of the assets 
of the funds for excessive salarise. It isa lot easier to be overgenerous 
if somebody else is footing the bill or even part of it. If such a pro- 
posal were adopted, obviously there should be a waiting period before 
it became effective to permit appropriate adjustments in existing 
plans. 

Sven if specified kinds of transactions are prohibited by legislation, 
the experience of the enforcement agency may well suggest further 
classes of transactions inconsistent with fiduciary standards which 
should also be prohibited. And it would seem desirable to authorize 
the agency to prohibit such transactions by administrative regulation. 
In order to give the Congress a check on such regulations, considera- 
tion should be given to a provision requiring that such regulations, 
prior to their promulgation, should be filed with the Congress, and 
that such regulations shall become effective only if neither House reg- 
isters its dissent within a specified period, such as 60 or 90 days. 

The second criticism going to the approach of all the bills 1s the 
absence of two kinds of provisions: First, those expressly authorizing 
civil actions by the enforcement agency ; and secondly, those reducing 
present obstacles to civil actions by private individuals. Such provi- 
sions, I think, would be important because they would back up the 
disclosure and penal provisions of these bills. 
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Before I outline such provisions I think I should confess that in the 
short time I had between my invitation and my appearance here, I 
haven't been able to explore fully all of the legal and practical prob- 
lems involved. But I think that the following devices are worthy 
of consideration. 

First, the enforcing agency should be authorized directly, or through 
the Depar tment of Ji ustice, ‘to bring actions in the Feder al and State 
courts for breach of fiduciary daadonta. Any recovery would be on 
behalf of the plan or its beneficiaries. The beneficiaries of the plan 
should have similar rights, in fact, they should be encouraged to bring 
the suits first. Accordingly, before the Government rought an 
action, it would, by appropriate notice, indicate its intention, so as to 
permit the beneficiaries to bring the action within a specified period. 
If the beneficaries brought a timely suit, the Government wouldn’t 
sue, but it would have a right to intervene in the private action. The 
beneficiaries would have similar rights of intervention in actions 
brought by the Government. eerie should be entitled to a 
reasonable counsel fee if they establish a substantial breach of fiduci- 
ary duty in the litigation which they institute, or if, as intervenors, 
they make a substantial contribution to the Government-instituted 
litigation. 

Obviously, all of these provisions need not be adopted. It may be 
sufficient simply to authorize the enforcing agency to institute civil 
actions, and to allow the suits by private individuals to be regulated 
by the existing law. But a combination along the lines that I have 
suggested is worthy of consideration. I would like to see several 
avenues for civil suits because I think it is undesirable in this sensitive 

area to have any single and exclusive control over civil actions. Dis- 
persal of control would act as a safeguard against ineffective enforce- 
ment arising because of apathy, fear, or corruption in any one quarter. 

Furthermore, the express recognition of individual rights of action 
would promote policing by vigilant and courageous employees, and 
would incidentally remind them that under our system, beneficiaries 
are not expected to remain inert while their assets are being dissipated. 
This reminder might promote the observance of fiduciary standards 
in labor-management areas not subject to Federal regulation. 

The last question I will consider relates to whether the Secretary of 
Labor or the SEC should be the enforcement agency. I have a strong 
preference for the SEC. Although I was on the SEC staff about 18 
years ago, I doubt that this has affected my conclusion, which rests 
on the reasons which are set out on pages 13 and 14 of my statement. 

I have perhaps taken more time than I should have this morning, 
and I won’t repeat those reasons orally, at least all of them. But I 
would want to emphasize the last two. Those are: The disclosure 
provisions in section 9 (f) and (g) of Taft-Hartley, which have been 
administered by the Secretary, have been ineffective. 

This, it is true, may have ‘resulted from defects in the statute, or 
from a lack of widespread recognition of prevalent abuses, rather than 
from a particular a paniaimeneeye failure. But whatever the reasons, 


provision for enforcement of new legislation by the Secretary may 
not be considered as a promise of effective enforcement. 

And finally, administration by the SEC would underline what I 
take to be the basic idea behind any new legislation in this area, and 
that is, that the custodians of other people’s money, whether they are 
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union officials, union appointees, or their business counterparts, are 
to be subjected to strict incieay standards. 

That, Mr. Chairman, concludes my statement. If the committee 
has any questions, I would be glad to try to deal with them. 

Senator Kennepy. Thank you very much, Professor Meltzer. 

Senator Allott ? 

Senator Auiorr. Mr. Meltzer, I am sorry that I was called out of 
the room on a long-distance call and so I could not follow your com- 
plete statement. 

I want to say this, although I disagree with several elements of it, 
I think you pose some questions which this committee is going to have 
to answer, and I would like to talk with you about some of those. 

But before we start on that, I would like to refer specifically to your 
statement, under item (1) where you say: 

Legislative investigations disclose that many of the worst abuses have occurred 
in connection with level-of-benefit plans. 

Now, on what basis did you make such a statement as that ? 

Mr. Mevrzer. Senator Allott, I refer to the report, with which you 
are undoubtedly familiar, the final report pursuant to—it is Senate Re- 
port No. 1734, 84th Congress, 2d session. And a good many of the 
abuses that are set forth there can occur in plans in which the bargain- 
ing was for a specific kind of benefit, a specific kind of insurance. 

A good many of the abuses 

Senator Axxorr. Let’s be specific. Which plans? On what part 
of the report are you basing your comment?’ I believe you are entirely 
mistaken in this, Mr. Meltzer. 

Mr. Mevrzer. I may well be, Senator. 

Senator Auxorr. I am not saying that your original statement may 
not be true. Iam only talking about what this committee found. 

Mr. Mevrzer. I quite agree, the subcommittee’s findings were not 
pinpointed as to level-of-benefits plans. But I suggest, Senator, that 
any plan which involves abuses in the form of excessive commissions 
on insurance and the rest 

Senator Atxorr. I don’t want to discuss that with you at this 
moment. 

Mr. Merrzer. May I, Senator, in order to save the subcommittee’s 
time, submit the specific reference to the page, which I unfortunately 
don’t have, but I should have, and I may find it as we go on ¢ 

Senator Atiorr. The difficulty with that is that it would be impos- 
sible to answer that at a later time. 

I want to point this out to you, Mr. Meltzer, that as far as the many, 
many plans which this committee looked into in all varying degrees 
your statement is inaccurate. I understand that in these investiga- 
tions which took place under the distinguished Senator from New 
York, Senator Ives, and the distinguished Senator from Illinois, 
Senator Douglas, there were many, many plans investigated. 

These investigations took the form of almost every type of investi- 
gation, from simple staff conferences and discussions to rather ex- 
haustive and intensive investigations into individual plans. Now, Mr. 
Cotter, who is now counsel for this subcommittee, was counsel for the 
Douglas subcommittee during the latter part of that subcommittee’s 
existence. And he is now in the room. And I think it would be im- 
portant to bring this point out as to just exactly what these investiga- 
tions were. 
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Perhaps we should ask Mr. Cotter if that is not a fact, that these 
so-called investigations ran the whole gamut from just mere staff con- 
ferences to very comprehensive and intensive investigations into indi- 
vidual funds. 

Mr. Corrrr. That is right. However, I think that you should—it 
is only fair to state that we did put the greatest amount of our time 
on the Taft-Hartley or joint plan; as we got into a number of those 
plans and did intensive work on them, and it wasn’t until the very late 
stages of the investigation that we swung over and did any amount of 
concentration on the: other type of plan. ; 

Senator Annorr. Yes; but that was not—and we had better bring 
this out—that was not “i direction of the chairman or direction of the 
subcommittee that you concentrated on any type. 

Mr. Correr. I think that is so. 

Senator Autor. It was simply because you found that they weren’t 
a productive and interesting field. 

Mr. Meurzer. May I say a word about this in general ? 

Senator At.orr. Yes. 

Mr. Meurzer. I didn’t mean to suggest that there was any particular 
level of benefit plan that involved abuses of the kind that I describe. 
What I do mean to suggest is that in the very nature of things a level 
of benefit plan lends itself to the kind of abuses that this subcommittee 
is concerned about. For example, if it is provided that the employees 
shall get such and such a benefit, that provision in my view does not 
exclude the possibility of excessive commissions, of kickbacks for in- 
surance, and thelike. And the next time a plan comes up for collective 
bargaining an employer may well say, “Now, look here, this costs me 
2 cents, or 5 cents an hour,” or whatever it is, and that figure, the em- 
ployees will treat, or their representatives will treat as a fixed-wage 
cost. 

Senator Atiorr. Mr. Meltzer, I think you have just got this thing 
turned around entirely backwards. The level-oi-benefits plan by its 
very nature tends to encourage an economical operation, because it, as 
distinguished from what we call a cost or a fixed contribution plan, 
places : the emphasis and the responsibility on one party to assume the 
risks of that oes 

Now, if you have the union, or the employee, and the employer con- 
tributing a fixed amount, either in cents or in percentage of wages, to 
a plan, then you have a cost plan, and there you have every reason for 
looking into all of these things that your are speaking of. I certainly 
hope that some of the fine ideas I think you have later on in your state- 
ment are not based on this, because I think you have this twisted 
around. 

Mr. Metrzer. Senator, you may be right, although I would suggest 
one kind of problem, for example, that these level-of-benefit plans 

raise, in addition to the insurance commission and the kickback prob- 
lem, which might deserve attention. 

As you know, very often these plans provide for mandatory pro- 
tection, which is paid for by the employer on a full or contr ibutory 
basis, and in addition may provide for optional protection—for exam- 
ple, protection of dependents, which the employees pay for exclusively. 
Now, if there is an experience-rating factor in connection with the op- 
tional feature of these plans, there is a problem of who gets the bene- 
fits of the favorable experience. Suppose the employees by definition 
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have paid for all of the optional features, one might argue that they 
should get these benefits. 

Senator Au.orr. I am not sure but what you must be, from the way 
you are talking, using an entirely different definition in your own mind 
of “level of benefits” than has been used in this committee, Mr. Meltzer. 

Mr. Metrzer. May I indicate what my definition is? 

Senator Attorr. All right. 

Mr. Mevrzer. It is simply an agreement that a certain form of pro- 
tection, for example against accident, against sickness, or hospital care, 
shall be furnished by the employer 

Senator Attorr. Now, upon what basis, upon a fixed contribution 
by the employer and the employee ? 

Mr. Mentzer. Sometimes that is bargained for, sometimes it isn’t. 
Sometimes the only agreement is that the employer will supply or 
will pay all or half of the costs of the fixed benefits, and sometimes 
there is optional coverage paid for wholly by the employees. 

Senator Axxorr. That 1s the difference, then, between what you 
are talking about, at least, a good portion of the time. That is not 
what this subcommittee has used as a level-of-benefit plan, because 
under the level-of-benefit plan which this subcommittee has discussed 
and has used here, it is meant where a given level of benefits are bar- 
gained for between the employer and the employee, and the employer 
assumes the hazards and the risk of providing those, whether he may 
gain something this week or month or year or go down the next year. 

Mr. Chairman, it is 11 o’clock, but I wonder if I may continue 3 or 
4 minutes with this gentleman to wind this up? 

Senator Kennepy. Surely. 

Senator AuLorr. Now, I think it is also important, going down to 
your next paragraph, to point out, Mr. Meltzer, under paragraph (2), 
talking about kickbacks. But if you are talking about a level-of- 
benefits plan, as far as the employer is concerned, there might be an 
advantage to an individual who is administering or handling the fund 
to negotiate also a kickback, which is thievery or embezzlement, what- 
ever it is, I mean, no matter where you find it. But if the kickback 
occurred to the fund, then there is no real gain to anybody, because 
they would simply have to pay it in the first instance, and I would 
want to distinguish between this term—I don’t want to get return of 
the advance payments confused with kickbacks. 

Mr. Meurzer. Senator Allott, if I may intervene, what I have in 
mind by “kickbacks” is the splitting of insurance commissions and 
other advantages that result from the placement of insurance and that 
produce an advantage to somebody employed by the employer, an ad- 
vantage which may or may not be known to the president or board of 
directors. 

Senator Atnorr. Well, it hasn’t been just to the employer 

Mr. Metrzer. Or to the union. 

Senator Atxorr. It has oftentimes possibly accured to the employ- 
er’s representative. Iam talking about the jointly administered—and 
possibly, and in most instances, almost of a certainty to the union 

representatives, and by the fact that the employer’s representative 
didn’t say anything possibly to the employees’ representative—now, 
excessive commissions, do you regard the standard decremental seale as 
adopted by the insurance companies as a fair standard for such com- 
mission ? 




















456 WELFARE AND PENSION PLANS LEGISLATION 


Mr. Meurzer. I am not informed on that, Senator Allott. But I 
would suggest that various investigations have suggested that in par- 
ticular cases a commission seemed to be a little out of line. 

Now, it may be that the insurance companies have adequately 
policed that since the disclosures. 

Senator Axxorr. I will point out to you that you will find in the 


document to which you have referred a few minutes ago—I can’t find 
the exact page now 


Mr. Meurzer. I have it, sir. 

Senator A.tiorr. But report No. 1734—and this is just for your 
future reference—you will find a list of standard decremental com- 
missions there with respect to that, and you will find in the last hear- 
ings held before the Douglas subcommittee quite exhaustive discus- 
sion by Senator Douglas, Senator Ives, and myself and many others, 
concerning the reasonableness of fees under the decremental scale 
which is set forth in this report. 

Now, I would like to turn to a question which your statement raises, 
and which I think takes us back a year to one of the fundamental 
issues about this; maybe it only raises it in my mind, but at one 
time—and I think it 1s well for the committee to note this—that at 
one time we believed, or thought we might have to require independent 
trustees in this whole field, or consider legislation to require inde- 
pendent trustees. 

The facts are—and I don’t believe anyone can avoid this conclusion 
from a study of our hearings—that the joint managership of funds 
has for the most part broken down. Now, on the other hand, we had 
a man here last week who said just the reverse of that, and he was 
part of a joint plan. But one of the fundamental questions facing 
this committee is how to make this joint management actually stand 
up. We have a provision for it under 302 (c) 5 of the law, the Taft- 
Hartley Act, but how do you make it stand up, how do you keep, for 
example, in a multiunion or multiemployer situation covered by one 
union, where the union is dominant, how do you keep these coercive 
forces off the employer’s and employees’ back ? 

One man stated before this subcommittee that the union could 
break any member of their employer’s organization. How do you 
stop these forces from working? Do you have any suggestions in 
respect tothat? That is areal problem. 

Mr. Meurzer. I agree, Senator Allott. I would begin by agreeing 
completely that there is no guaranty that the form of joint adminis- 
tration will really produce the reality of joint administration, because 
in many cases the employers are much more concerned about labor 
pes than their responsibilities imposed by Taft-Hartley to the 

eneficiaries of these funds. And I am sure that if one spoke to 
lawyers in this field every day one could get stories about employers 
resisting various kinds of free loading which the unions insisted on, 
and the finally yielded, because they wanted to make a deal and they 
wanted to have labor peace. 

And coming back to our communication difficulty of a moment ago, 
Senator, the plans that I am referring to that have been mentioned 
to me in casual conversation by both union and management lawyers 
involve what I consider level-of-benefit plans, where a union official, 
or union officials, have some form of administrative responsibility. 
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Now, the basic problem of pressure and coercion is one for which I 
don’t have any particular solution. The problem is inherent in collec- 
tive bargaining. 

Senator AtLorr. But you have pointed out in your statement, and I 
believe quite correctly, the need for protection of the individual mem- 
ber of the union against abuses of this fund, and you have suggested 
his right to sue, and particularly developed the legal recourses which 
might be guaranteed. 

However, if you get into those places where we get people of com- 
paratively little education, such as, for example, laundry workers, who 
are at the very low edge of the wage scale, actually you do not have 
any protection for those people even if you give them a right to sue, 
do you? I mean, in the law, yes, as lawyers we recognize that they have 
their rights. But if they are unable to fathom what is going on, and 
if they don’t have the money or aggressiveness to go employ a lawyer, 
they are practically helpless, unless we write safeguards around the 
whole thing which protect them. 

Mr. Metrzer. I agree, Senator Allott. But I would suggest that 
the provision for counsel’s fees might encourage the legitimate self- 
interest of the bar. 

Senator At.orr. I noticed that, and I also thought at the same time 
it might also promote all kinds of 

Mr. Metrzer. Strike suits. 

Senator Auvorr. All kinds of suits, yes. 

Mr. Meurzer. I agree with that. But I don’t think, as you are sug- 
gesting, that the problem in this area has been too many strike suits. 
And I think there are plenty of pressures against litigation, by the 
individual employee 

Senator Atiorr. I wasn’t thinking of strike suits, I was thinking of 
people who might go to lawyers on the theory that here might be a 
nice, fat contingent fee, which would result in troublesome or weari- 
some litigation which might eventually be settled on a mere nuisance 
value—a lot of lawsuits are settled that way, you know. 

Mr. Meurzer. There have been in the corporate field many fiduciary 
standards worked out by the courts to avoid that. We can’t work out 








.a perfect solution here. I think, moreover, that Clarence Venner, who 


brought many shareholders’ suits in the corporate field, had quite a 
lot to do with the improvement of corporate standards. And in this 
area, I think what we need are a few more Clarence Venners. We are 
not going to get a perfect solution in any event, but I think that facili- 
tating civil suits would make a contribution to the use of a law to 
police fiduciary abuses. 

Senator Atiorr. You suggest that we should have prohibitions 
against excessive salaries and commissions—I have touched on that, 
and kickbacks—of course, we all agree about kickbacks, there is no 
question about that, but how do you determine, how could you deter- 
mine what is an excessive salary? Are you going to apply Internal 
Revenue Code standards to it? 

Mr. Metrzer. Senator, I think I wasn’t clear on that, if that is 
your understanding. I was suggesting that the very difficulty of the 
question that you raise makes it impracticable to try to prohibit “ex- 
cessive salaries.” I was suggesting that the problem be avoided by 
prohibiting the payment. of salaries by the fund to people who are 
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full-time employees of the union or of the employees involved. This 
wouldn’t go— 

Senator Attorr. How are you going to determine who are full- 
time employees? For example, in Local No. 10 of the Laundry Work- 
ers Union in Philadelphia, we find these kickbacks coming back from 
the trustees which are paid by the insurance company to the trust— 
no, they weren’t either. I will take that back—they were deducted 
by the trustees, 5 percent of the commissions which were forwarded 
were deducted by the trustees for the use of what was supposed to be 
a sort of administrative fund. 

Now, Naddeo, who administered this fund for local 19 in Phil- 
adelphia couldn’t give us one—it was divided up, according to him, 
in providing for cars and money, yet he couldn’t give us an example 
of one specific thing that these people did for the benefit of the union. 
If a man has a full-time job with the union, you might run into the 
thing where a man would say, “Well, I don’t work full time for the 
union, I spend half of my time on the fund,” but actually 98 percent 
of his time is devoted to union affairs rather than fund affairs. 

Mr. Metrzer. I think one could control that with appropriately 
drafted legislation, Senator Allott. 

Senator At.orr. I am going to have to ask you to excuse me. I 
have a call from the floor. I would like to continue this into other 
fields. 

Mr. Metrzer. I am sorry you have to leave, Senator. 

Senator Kennepy. The Senate met at 11, and you are the last wit- 
ness, so we will have to adjourn. I do want to thank you for coming. 
As Senator Allott stated, your testimony is very stimulating, and has 
given us different proposals for drawing up legislation. 

Senator Attorr. If this gentleman is the last witness, I would like 
to ask: Has everyone appeared who has asked to appear here? 

Senator Kennepy. Mr. Cotter could probably give us more definite 
information. General Electric came in this morning to ask if they 
could appear. I informed their representative of a statement made 
regarding them by Mr. Biemiller last Friday before the House com- 
mittee. I suggested to them, in view of the fact that this subcom- 
mittee is anxious to conclude its hearings, that perhaps he might con- 
fer with Congressman Barden and see if they could hear him over 
there. But outside of the fact Mr. Biemiller made a statement before 
the House committee, I don’t know. 

Senator Atiorr. What ever the Chair decides to do I will abide 
by. But I do think that in view of the statements which have been 
made that this subcommittee ought to do at least one of two things, 
either hear them or at the minimum permit them to file their state- 
ments, 

Senator Kennepy. Well, I told him that if they decided that they 
would rather file their statements here than in the House, that would 
be fine with us. The only reason why I am reluctant to hear them is 
that 2 weeks have passed since General Electric was mentioned here 
and we haven’t heard until this morning that they were anxious to ap- 
pear before us. If you are anxious to have them, we could have them 
in the morning. 

Senator Atiorr. Suppose we discuss that later? 

Senator Kennepy. Thank you, Professor. 
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(A supplemental statement by Mr. Meltzer follows :) 


MEMORANDUM 


To: Senate Subcommittee on Welfare and Pension Legislation. 

From: Bernard D. Meltzer. 

Subject: Alternatives to general disclosure requirements in pending welfare- 
and-pension legislation. 

My testimony on July 1, 1957, before the Senate Subcommittee on Welfare and 
Pension Legislation concentrated on the following problems, which I understood 
to be of immediate interest to the subcommittee: (1) The justification for the 
various exemptions embodied in the pending bills; (2) the desirability of sup- 
plementing disclosure requirements with penal provisions against embezzlement 
and other conduct incompatible with fiduciary standards; (3) the desirability of 
provisions which would authorize civil actions by the enforcement agency 
and which would facilitate such actions by beneficiaries; and (4) the agency to 
enforce the legislation. 

My testimony emphasized both the substantial administrative difficulties 1n- 
volved in general disclosure regulations and the reasons for doubting the effee- 
tiveness of such regulation unless it was supplemented by provisions incorpor- 
ating and implementing fiduciary standards. I did not, however, explicitly 
challenge the desirability of comprehensive disclosure on the motion of non- 
exempt plans, as part of a total regulatory program. 

I feel it appropriate to supplement my testimony because further considera- 
tion has persuaded me that such automatic disclosure is probably not necessary 
for effective regulation and that legislation which concentrated on the definition 
and enforcement of fiduciary standards would be a preferable alternative. Such 
vn alternative program would contain the following elements, which are devel- 
oped more fully below: 

(1) Prohibitions against specified violations of fiduciary standards, imple- 
mented by both criminal sanctions and civil actions in the Federal courts: 

(2) Provisions requiring adequate and accurate disclosure to beneficiaries, 
implemented by criminal sanctions and injunctive relief at the request of the 
enforcing agency; 

(3) Provisions authorizing the enforcing agency— 

(a) by regulation to prescribe recordkeeping requirements for health and 
welfare plans; 

(b) by regulation, subject to veto by either House of Congress, to prohibit 
ndditional classes of transactions deemed incompatible with fiduciary stand- 
aras; 

(c) to call for comprehensive reports from, to subpena and/or inspect the 
books and records of, or pertaining to, particular welfare and pension plans 
selected by the agency. 

The foregoing proposals would, I believe, have the following advantages over 
the general and automatic disclosure provisions which are a central feature of 
pending bills: 

(1) They would avoid the logical and political difficulties raised by exemp- 
tions which are deemed necessary to keep the enforcement job manageable, but 
which are highly controversial. 

(2) They would more directly and effectively attack the central problem of 
misconduct by fiduciaries. 

(3) They would involve less cost to the Government and to properly managed 
plans, which presumably represent the overwhelming majority of all plans of 
any type. 

Before I examine the merits of general disclosure regulation and the alter- 
native program outlined above, it is appropriate that I make explicit my assump- 
tions concerning the primary purposes of the contemplated legislation. I assume 
these purposes to be: (1) The deterrence of misconduct, i. e., malfeasance, by 
fiduciaries; (2) provision for adequate and accurate disclosure to beneficiaries ; 
and (3) the enforcement of appropriate criminal and civil sanctions against 
delinquent fiduciaries. I assume, moreover, that the pending bills are not de 
signed to insure wise, as distinguished from honest, administration. They are, 
for example, not directed at achieving actuarial soundness in pension plans 
or wise investment policies. I consider this limitation of the legislative purpose 
desirable, and I will not extend this memorandum by examining the many 
problems involved. 
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I exclude also from the legislative purposes the collection of comprehensive 
data concerning the general impact of welfare and pension plans on empluyee- 
employer relationships or on our economic life generally. This is not to deny 
that such data might be interesting and useful and might have implications 
for publie policy. Nevertheless, the data necessary for such purposes can be 
collected by means which are much less costly than disclosure regulation. 
Furthermore, the collection of such data generally proves more useful if it is 
prompted by specific problems rather than by the vague hope that the informa- 
tion will come in handy. Finally, any attempt to use disclosure regulation 
for the collection of comprehensive data would clash with the objective of 
using such regulation for the purpose of promoting proper conduct by fiduciaries. 
This is true because the policing of fiduciaries, if the administrative burden is to 
be kept manageable, requires the narrowing of coverage so as to exempt plans 
in which danger of abuse is negligible, whereas the accumulation of complete 
data demands comprehensive coverage. For these reasons, in the discussion 
which follows, disclosure requirements and alternatives thereto will be tested 
solely by their probable contribution to the observance of fiduciary standards; 
any collateral benefits arising from the availability of comprehensive data 
regarding welfare and pension plans will be disregarded. 

Legislation which relies largely on general disclosure requirements involves 
two fundamental difficulties. The first, which has been a principle concern 
of the committee, is the need for exemptions with three characteristics: (1) 
They must be numerically significant so as to avoid either enormous adminis- 
trative costs or a mass of reports, most of which cannot be carefully examined. 
(2) They should be based on principles with a rational relationship to the 
legislatice purposes, i. e., the exempted plans should be an identifiable class in 
which the probability of fiduciary abuse is low both in relation to nonexempt 
plans and as an absolute matter. (3) Finally, the exemptions must, of course, 
command the necessary political support. The second difficulty of disclosure 
regulation, which has apparently been of less concern to the committee, is 
the uncertainty as to whether such regulation, even though appropriate exemp- 
tions are made and an adequate enforcement staff provided, would significantly 
advance the legislative purposes. I turn now to a discussion of each of these 
difficulties. 

As my testimony indicated, each of the exemptions contemplated by the 
various bills (except the administration bill) involves a serious question as 
to whether it is rationally related to the legislative purposes. There is no 
need to repeat my testimony, but I do wish to supplement my discussion of the 
proposed exemption for level-of-benefit plans. Such plans, according to the 
committee’s data, constitute by far the largest single class of plans and are 
usually administered solely by the employer. For this reason, my comments 
concerning the level-of-benefit exemption are to a large extent applicable to the 
exemption for employer-administered plans contemplated by S. 1813. 

Fiduciary misconduct disclosed by recent investigations has been concentrated 
in jointly administered plans which, at present, generally provide, not for a 
specified level of benefits, but for a specified level of expenditure. Despite this 
fact, a statutory exemption for level-of-benefit plans seems unwarranted, for 
the following reasons: First, such investigation involved level-of-benefit plans 
administered by large, respected and publicly exposed companies, such as General 
Motors. The result of such investigation plainly cannot properly be viewed as 
a certificate of good character for all such plans. Secondly, such plans are sus- 
ceptible to the abuses, such as split commissions and kickbacks, which have 
occurred in other kinds of plans. And a flat statutory exemption for level-of- 
benefit plans might well generate pressure by strong and unscrupulous union 
officials to transform existing or future plans so as to bring the exemption into 
play. If such pressure proved successful, a statutory exemption would in prac- 
tice operate to exempt plans and administrators quite different from those 
contemplated when the exemption was embodied in the statute. 

It is true, of course, that an employer has an incentive to keep the cost of the 
level-of-benefit plans low. But the term “employer” is an abstraction which 
obseures the fact particular employees may not be averse to feathering their 
personal nests. Furthermore, the employer’s incentive operates only as to 
his actual costs, as opposed to his ostensible costs. He has no incentive, for 
example, to forego kickbacks and the like so long as they go back to the enter- 
prise. On the contrary, he may have an incentive to arrange for such transactions 
in order to inflate the ostensible costs of the benefits. This is true because the 
costs of specified benefits are in effect wages, and the total of such actual or 
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ostensible costs will be a factor in collective-bargaining negotiations. High 
costs, actual or ostensible, will provide arguments against requested increases 
in the level of benefits or the level of conventional wages. Since the ostensible 
costs are wages, the employees are entitled to an adequate quid pro quo in the 
form of benefits which are not diluted by excessive commissions, kickbacks, and 
the like. In connection with the employer’s cost-cutting incentive, it should 
also be noted that companies making cents-per-hour contributions also have 
an incentive, albeit a more indirect one, to get the most for their money in the 
form of employee benefits. Benefits attract and hold efficient employees—a not 
unimportant consideration in a period like the present when there is vigorous 
competition for such employees. Furthermore, the employer’s cost-cutting ineen- 
tive, even assuming its effectiveness, does not achieve one of the objectives of 
the proposed legislation, namely, fair and adequate disclosure to the employees. 

Under the National Labor Relations Act, as amended, an employer is, of course, 
obliged, when requested by a union representing his employees, to furnish data 
as to actual costs where that is relevant to collective-bargaining negotiations. 
But this obligation is plainly not the same as an obligation to make periodic 
reports to the employees concerning the costs and the benefits under a plan. 
This difference is underscored by the increasing tendency toward longer term 
collective-bargaining agreements. Furthermore, employers have apparently re- 
sisted demands for disclosure on the ground that their duty is discharged when 
they provide the level of benefits contracted for. This attitude is inconsistent 
both with employers’ insistence in other contexts that fringe costs are indistin- 
guishable from wage costs and with the incontrovertible proposition that em- 
ployees are entitled to know the level of their wages. In view of the foregoing 
considerations, level-of-benefit plans, even if exempted from the duty to disclose 
to the Government, should not be exempted from a requirement of adequate 
disclosire to the heneficiaries of the plans. 

On the basic issue raised by the level of benefit exemption, the probability of 
malfeasance in administration, it is, I believe, fair to say that of all the contem- 
plated exemptions, it has the strongest claim to support on the basis of investiga- 
tions thus far. But the investigation obviously did not consider the possibility 
that strong and unscrupulous elements in the labor movement might exert effec- 
tive pressure to secure the benefits of this exemption for improper purposes, 
And, as already indicated, the investigations were limited, and the abuses they 
disclosed in other plans could occur, and may have occurred, in level-of-benefit 
plans. For these reasons, the exemption of such plans from disclosure regulation 
rests on grounds that are questionable. 

The foregoing objections to the level-of-benefit exemption have been urged 
by organibzed labor, whose opposition may, of course, defeat any legislation. 
Such opposition is, doubtlessly, reinforced by the fear that such an exemption 
would involve the distasteful implication that abuses result only when unions 
are the sole administrators of plans or jointly participate in their administration. 
As my testimony indicated, the practical political problems resulting from such 
opposition is a matter on which the committee needs no comment from outsiders. 
Nevertheless, it is significant that one consequence of such opposition may be 
legislative proposals for disclosure regulation so comprehensive in their coverage 
that they would involve the dilemma of either an unmanageable mass of reports 
or a mammoth and very costly enforcement staff. Such a dilemma would, for 
example, appear to be the necessary result of the enactment of the administration 
bill, which does not provide for any exemption at all. Such possibilities reinforce 
more fundamental considerations, indicating that the disclosure regulation con- 
templated may, in the context of pension and welfare plans, be the wrong way to 
attack the problem of fiduciary abuse. 

Disclosure requirements alone obviously do not prohibit improper transactions. 
All they do is to make them known. Their effect as a deterrent depends in part 
on the sense of shame of those who would otherwise engage in improprieties and 
in part on the effectiveness of sanctions against improper conduct once it is 
disclosed. 

IT will not speculate on the sense of shame of those involved in the serious 
abuses uncovered by the committee, beyond saying that those disclosures do not 
warrant any optimism. The inescapable danger under the pending legislation 
is that disclosure regulation, unaccompanied by effective sanctions against im- 
properties disclosed, would have no significant effect on the conduct of thick- 
skinned and faithless fiduciaries. Disclosure regulation which at best produces 
confessions, without repentance, scarcely justifies the heavy burdens which such 
regulation would impose on honestly administered plans and on the Government. 
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The sanctions now applicable to maladministration of the plans involved have, 
as the subcommittee’s investigation has indicated, been inadequate in practice 
and may remain so. In this connection, it is important to note that notwith- 
standing the superficial resemblance between the contemplated disclosure legis- 
lation and the Securities Act of 1933, there is a basic difference between them. 
In the securities field, there is a drastic and well-known sanction supplementing 
the criminal provisions for false disclosure. A stop order by the SEC will, in 
general, make the securities unmarketable. No comparable sanction exists for 
disclosure in the context of welfare and pension plans. Furthermore, it seems 
clear that in exercising its authority to issue stop orders, the SEC considers not 
only the adequacy of disclosure but also any overreaching or unfairness in a 
securities offering. The SEC is thus in effect exercising a regulatory authority, 
which would not be available to the enforcing agency under the pending 
legislation. 

It is possible, of course, that the contemplated disclosure requirements, coupled 
with effective Federal-State cooperation, might lead to more effective enforce- 
ment on the State level by State agencies as well as by the beneficiaries of the 
plans. But the variety of State regulatory systems and the substantial obstacles 
to effective enforcement by beneficiaries which would persist leaves this matter 
in considerable doubt. 

The foregoing discussion suggests that (1) disclosure regulation, without 
direct and effective sanctions against malfeasance by trustees (as distinguished 
from sanctions for false reports) may be ineffective in advancing the statutory 
purposes; and (2) there is, accordingly, a serious question as to whether the 
conjectural benefits of such legislation justifies the heavy burdens involved. 
Alternative means of regulation, which do not involve general disclosure require- 
ments could, I believe, achieve the statutory objectives more effectively and with 
significantly less cost to the Government and the legitimate private interests 
involved. 

The alternative regulation would incorporate the following elements: 

(1) Criminal provisions against embezzlement of the assets of a plan and 

gainst the following kinds of specified misconduct, by any trustee, administra- 

tor, or employee of any plan or by any employee or officer of any enterprise 
or organization establishing a plan (all of whom are herein included in the 
term “fiduciary” ) : 

(a) Receipt of any compensation, direct or indirect, from any person or 
company, selling, directly or indirectly, insurance or any other service to the 
plan involved or to any other welfare or pension plan. 

(b) Owning the securities of, or having a property interest in (other than an 
interest resulting from the issuance of personal insurance policies in the 
ordinary course of business), or serving as an officer, employee, or member of the 
board of directors, of any company, firm, person, agency, broker, selling insurance 
or other services to the plan involved or to any other welfare or pension plan. 
This provision should, however, be so limited as to be inapplicable to banks, 
trust companies, investment advisers, actuarial experts and the like, which 
are not involved in the purchase of insurance or other services for a plan but 
only carry out investment functions or other functions which do not involve any 
possibility of conflicting interests in enterprises selling insurance or other serv- 
ices to a plan. Furthermore, in order not to prohibit, in appropriate cases, 
ownership of insurance companies or of medical clinics, etc., by welfare and pen- 
sion funds, there should be a provision for administrative exemption from this 
restriction. Such an exemption might, for example, be granted to the Amalga- 
mated Clothing Workers of America with respect to insurance companies owned 
by funds administered by that union. (See p. 44 of Final Report of Senate Com- 
mittee on Labor and Public Welfare, Rept. No. 1734, 84th Cong., 2d sess.) 

(c) Lending money to, or borrowing money from, a plan of which he is a 
fiduciary. 

(d) Selling property or assets of any kind, directly or indirectly, to the plan 
unless the market value thereof is independently established by transactions 
on an organized securities exchange or the like and the price to the plan is not 
in excess of the price so established. 

(e) Purchasing property from the plan unless the market value thereof is 
independently established (as above) and unless the purchase price is at least 
as high as the price so established. 

(f) Receiving direct or indirect compensation from the plan for services 
rendered to it if the fiduciary, during the calendar year in which such services 
are rendered, was employed by an employer or union establishing, or contributing 
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to the plan, or participating in its administration, or representing employees 
who are beneficiaries of the plan, at an annual rate of compensation in excess 
of $3,500. 

(2) Criminal sanctions against any person who is not a fiduciary, who know- 
ingly participates in the violation of any of the foregoing provisions by a 
fiduciary. 

(3) The provisions of paragraph (1) and (2) above would be enforceable by 
civil as well as criminal actions. 

(4) A provision that fiduciaries should be under a duty (a) to administer 
the assets of the plan solely in the interests of its beneficiaries and (0) to avoid 
any transactions in the name of, or on behalf of, the plan, as a result of which, 
or in connection with which a fiduciary benefits directly or indirectly, except 
in his capacity as a beneficiary. This provision would be implemented by civil 
actions exclusively. 

(5) A provision that third persons knowingly participating in a breach of 
the general duties imposed on fiduciaries by paragraph (4) above would also 
be subject to civil actions for damages. 

(6) The enforcing agency would have authority by regulation to provide 
that specified classes of transactions would be subject to either criminal pro- 
visions or to the civil fiduciary standards. Such regulations prior to their 
promulgation would be filed with Congress while in session and would become 
effective only if neither House registered its dissent within a specified period. 

(7) Both the enforcing agency and the beneficiaries would have a right 
to bring the civil actions provided for and to intervene in actions brought 
by the other. The enforcing agency, prior to instituting civil actions, would give 
notice of its intention to do so, so as to permit the beneficiaries, within a specified 
waiting period to institute the action. Beneficiaries who established a serious 
breach by a fiduciary in actions which they filed or made a substantial con- 
tribution as intervenors in Government-instituted actions would, in the court’s 
discretion, be entitled to a reasonable counsel’s fee. A judgment on the merits 
in a Federal court would be bar to an action on the same transaction in a 
State court, and vice versa. In order to prevent collusive actions, provision 
should be made for this bar to operate only if the enforcing agency was given 
prescribed notice as to filing of actions by private individuals so that the 
agency, in appropriate cases, could intervene. (If violations of the statute 
should occur in connection with level-of-benefit plans, there would be problems 
as to who would be entitled to the resulting damages. The employer-entity 
would generally seem entitled to the damages where such violations increased 
his net cost for the agreed-upon benefits. Nevertheless, in some cases, those 
owning all or the controlling interest in the employer entity might be respon- 
sible for the abuse which may have been prompted by a desire to inflate the 
costs of the plan. In such a situation, recovery of full damages by the entity 
would seem anomalous. It is difficult to deal specifically with the variety of 
circumstances which may arise. Accordingly, the court should in its discre- 
tion be authorized to grant all or part of the damages to the employer, to the 
employees, or to the Government, and should be directed to allocate damages 
so as to promote the statutory objectives.) 

(8) The enforcing agency should be authorized to prescribe by regulations 
the content, auditing, and the form of the accounts and records, ete., of the 
plans as well as the period which the accounts and records should be kept. 
Violations of such regulations should be made a crime. 

(9) The statute should also provide— 

(a) For periodic reports to the beneficiaries showing the total contribution 
made by the employer and the employees, respectively, and the benefits avail- 
able or accrued under the plan. 

(0) For authority in the enforcing agency to prescribe the form and content, 
including information in addition to that provided for in (@) above, of such 
reports. 

(c) That such reports to the employees should advise them of the name and 
address of the enforcing agency and should indicate that information as to im- 
proper conduct or as to inadequate disclosure in connection with the administra- 
tion of the plan should be sent to the agency. 

(d) That a duly verified copy of such reports be filed and preserved by the 
custodian of the books and records of a plan, in accordance with the regulations 
of the enforcing agency. 

(e) That willful falsification in such reports, or willful failure to make them, 
or willful omissions therefrom constitute a crime. 
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(f) That designated persons (clearly described.in the statute or by adminis- 
trative regulation) shall be under a duty to make such reports to the benefi- 
ciaries. (This provision should, I believe, impose this duty on officers of em- 
ployers in connection with plans established and administered solely by em- 
ployers, on trustees of jointly administered plans, and on union officers in con- 
nection with plans established and administered solely by unions. This provi- 
sion should not require organizations such as banks and trust companies rend- 
ering services to plans to report directly to beneficiaries but should require such 
organizations to certify the data within their possession necessary for such 
reports. (Compare 8. 1122, secs. 6 (a) and 6 (d) of S, 1122.) 

(10) The agency should be authorized, in its discretion, to require plans to 
furnish the information described in section 6 of S. 1122, to subpena their books 
or to inspect their books at reasonable times and should be given similar sub- 
pena and inspection authority with respect to the books of any person which 
are relevant to the administration of any plan. 

The foregoing proposals are a tentative framework which could be vastly im- 
proved by the informed criticism of the committee's staff and others. Consider- 
ation of these proposals by the committee is, I believe, warranted because, as 
already indicated, they appear to have the following advantages over pending 
bills relying largely on general disclosure requirements. 

(1) The alternative proposals would avoid the analytical and practical prob- 
lems involved in carving out exemptions from disclosure regulation. 

(2) They would avoid the great burdens which general disclosure requirements 
would impose on both the Government and on honestly administered plans unless 
exemptions from such requirements could be devised for honestly administered 
plans in any class of plans, which seems unlikely. 

(8) They would directly prohibit, and impose appropriate sanctions on, im- 
proper conduct; this promises to be more effective than the direct requirement 
of disclosure, which is a doubtful method of deterring fiduciary abuses in this 
area. 

(4) They would authorize administrative requirements for proper record- 
keeping, thereby facilitating proof of impropriety. 

(5) They would permit the enforcing agency to be selective in its demands for 
comprehensive disclosure, thereby conserving its resources for situations which 
warrant scrutiny. 

(6) They would encourage beneficiaries to enforce the fiduciary duties owed 
to them and would, at the same time, avoid the dangers arising from the con- 
centration of enforcement in a single agency or group. 

The foregoing proposal for the elimination of general, as opposed to selective, 
disclosure requirements involves judgments on difficult questions of degree. 
Accordingly, before I conclude this memorandum, it seems desirable to refer to 
considerations qualifying the position developed above. 

General disclosure requirements would, of course, make some contribution to 
the legislative purposes, a contribution which would be increased if automatic 
disclosure to the Government was part of a balanced program which included 
effectively implemented fiduciary standards. But this conclusion does not 
answer the underlying question, which is whether the return from disclosure 
regulation would justify both the resultant burdens and the logical and practical 
problems raised by an attempt to reduce such burdens by means of the various 
exemptions contemplated by the pending regulations. Although I have ex- 
pressed my doubts about the adequacy of the return I recognize the difficulty of 
making firm judgments about the impact of disclosure requirements. Similarly 
there is no formula for determining the wisdom of the costs of enforcing a 
legislative program even when such costs can be reliably estimated, which is 
not the case here. Finally, as to the exemption problem, statutory exemptions 
are usually crude and imperfect qualifications on the legislative purposes, and 
exemptions which cannot neatly be supported on logical grounds often result 
from the practical need to reduce both the Government’s enforcement burden 
and the cost of compliance by especially appealing interests, such as small 
business. Such necessarily practical and imperfect accommodation of conflicting 
objectives may be inescapable in connection with pension and welfare legislation. 

The foregoing considerations, which weaken the objections to the disclosure 
and exemption features of the pending bills, are reenforced by the large stakes 
involved in welfare and pension plans and the comparative helplessness of 
beneficiaries to protect their own interests. 

However, the issues as to general disclosure requirements and exemptions are 
resolved, it bears repetition that it seems unlikely that the regulatory burdens 
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of such disclosure requirements would be justified unless they are coupled 
with an effectively implemented code of fiduciary conduct. Such a code appears 
to be an indispensable prerequisite for effective legislation. Furthermore, as my 
testimony indicated, the reasons for exemptions from disclosure requirements do 
not operate to justify exemptions from such a code; on the contrary, disclosure 
exemption increases the need for the applicability of fiduciary standards. 
Accordingly, I renew my recommendation that such standards should be made 
applicable to all plans, and especially to those plans which are exempted from 
general disclosure requirements. 
Respectfully submitted. 


3ERNARD D. MELTZER. 
(Whereupon, at 11:15 a. m., the subcommittee adjourned, subject 


to the call of the Chair.) 
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AMERICAN BAR ASSOCIATION LABOR RELATIONS LAW SECTION 


RESOLUTION ON PENSION AND WELFARE PLAN LEGISLATION ADOPTED JULY 12, 1957 


Resolwed.: 

1. That Congress enact legislation providing for the compulsory annual filing 
of complete financial statements of all unilateral and bilateral pension plans, 
and health and welfare plans and funds, with an appropriate agency of the 
Federal Government equipped and authorized to audit such returns. 

2. That such legislation provide that any officer or employee of any party 
establishing such funds, be prohibited from profiting in any manner, whether 
directly or indirectly, through the creation, administration, or investment of 
such funds, with appropriate penalties for violation thereof. 

3. That such legislation provide that the insurer, or agent thereof, be required 
to file annually an affidavit, under penalty of perjury, that neither commissions, 
premiums, nor any other emoluments have been paid to any representative of 
any party to such fund. That such legislation shall also provide for the prohibi- 
tion of any conflict of interest transaction by any trustee or administrator of 
such fund, or any officer, agent, or representative of the parties establishing such 
fund. 

4. That such legislation provide for the elimination of such insurance prac- 
tices as mandatory charges for commissions and payments for services not 
rendered. 

5. That the section instruct its section delegate to present this resolution 
forthwith to the board of governors and house of delegates of the American Bar 
Association and urge the immediate adoption of this resolution. 


STATEMENT OF THE NATIONAL ASSOCIATION OF LIFE UNDERWRITERS 


The purpose of this statement is to set forth briefly the views of the National 
Association of Life Underwriters with respect to the several bills now being 
studied by your subcommittee and having the general purpose of eliminating 
various abuses which have been found to exist in the administration of certain 
employee welfare and pension plans. These bills are S. 1122, S. 1145 (revised 
version), 8S. 1813, and 8S. 2137. 

For your information, the National Association of Life Underwriters is a 
trade association representing a nationwide membership of almost 70,000 life- 
insurance agents. Many of our members sell insurance used to fund the benefits 
provided under welfare and pension plans, although we should like to state for 
the record that so far as we can determine, none of our members has been a 
party to any of the abusive practices which have led to the development and 
introduction of the bills that you are now studying. 

We should also like to make it clear that we are every bit as interested as 
your subcommittee in seeing the prompt enactment of reasonable legislation 
designed to eliminate malfeasance in the handling of welfare and pension plans, 
especially where such plans are funded by insurance. In this connection, our 
association has already endorsed, and is supporting, a bill sponsored by the 
National Association of Insurance Commissioners which would require employee 
welfare funds (whether or not insured) set up on a cents per hour or similar 
basis to register with and make annual reports to the insurance departments of 
the several States; provide for full disclosure of the financial operations of such 
funds to the beneficiaries and other interested parties; and subject such funds 
to periodic examination by the State insurance departments. We wish to note 
in passing that the NAIC’s bill would simply make these funds amenable to a 
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certain degree of the type of State supervision under which the life-insurance 
business has long operated. This, we think, is exactly as it should be. 

However, we should like to make it equally clear that it is our belief that any 
legislation enacted at either the Federal or the State level should be aimed solely 
at the type of plans which have been productive of the abuses that were un- 
covered during the 2-year study conducted by the Senate Subcommittee on 
Welfare and Pension Funds or which may be potentially productive of such 
abuses. 

Specifically, it is our opinion and unqualified recommendation that such legis- 
lation should, like the NAIC’s bill, require registration, reporting, and disclosure 
only by welfare and pension plans that are set up on a cents per hour or similar 
basis. Typically, under such a plan, the employer’s primary obligation is to 
pay a fixed contribution, generally based on a percentage of his payroll, into a 
welfare or pension fund. It then becomes the duty of the administrators of the 
fund to provide for the beneficiaries such benefits as the employer's contribution 
is sufficient to finance through the purchase of insurance or otherwise. In such 
a situation, it is obvious that to the extent that the employer's contribution is 
used for nonbenefit purposes, his employees’ benefits will be directly reduced. 
As the Subcommittee on Welfare and Pension Funds found in a number of 
instances, this type of argangement provides unscrupulous individuals with both 
the temptation and the portunity to dip their hands into the till, or otherwise 
to use fund assets for unnecessary or unreasonable purposes, between the time 
the employer makes his contribution to the welfare or pension fund and the time 
when his contribution is used to provide benefits for his employees. 

So far as we are aware, virtually no such skulduggery was found by the Sub- 
committee on Welfare and Pension Funds to exist where the employer under- 
took, not to make a fixed contribution to a welfare or pension fund, but to pro- 
vide specific benefits for his employees under a so-called level-of-benefits plan. 
Further, it is our belief that the same temptation and opportunity for wrong- 
doing are simply not present where a level-of-benefits plan is involved. Under 
such an arrangement, the employer promises his employees an agreed package 
of benefits for which he assumes all or a substantial part of the cost. This being 
the case, the employer obviously has a very real interest in seeing to it that the 
benefits are provided at as low a cost as possible; otherwise, he would be in the 
position of squandering his own money or that of his partners or the owners of 
the business. Conversely, his employees have no legitimate interest in the cost 
of the plan inasmuch as they are assured of getting the promised benefits, what- 
ever their cost to the employer may be. We repeat, therefore, that it is our 
belief that level-of-benefits plans present neither the opportunity for abuse nor 
the need for disclosure which exists in the case of cents per hour and similar 
plans. Level-of-benefits plans tend to be self-policing and, particularly where 
they are funded by insurance, as most of them are, always stand to benefit cost- 
wise from the very keen competition among insurance carriers for this type of 
business. 

Turning now to the bills that your subcommittee has under study—namely, 
S. 1122, revised S. 1145, S. 1813, and S. 2137—-we wish to state at the outset 
that we think the general purposes of all four bills are extremely laudable. In 
particular, we are very gratified to note that the bills provide only for registra- 
tion, reporting, and disclosure by welfare and pension plans, properly leaving 
any necessary regulation of such plans in the hands of the individual States. 
Beyond this common denominator, the bills vary considerably in detail and, 
especially, in their intended scope of application. However, we shall comment 
briefly only upon the variations which we deem really fundamental. 

S. 1122 would, with certain exceptions, require all plans covering 25 or more 
employees to register with the Securities and Exchange Commission. It would 
also require plans covering 100 or more employes to file annually with the SEC 
detailed, independently audited reports of their financial operations. Further, 
it would require disclosure of the information contained in these reports both 
to the public and, in summary form, to the beneficiaries of the plans. The bill 
would also permit the SEC, in its discretion, to require plans covering from 
25 to 99 employees to file financial reports on an annual, or less frequent, basis 
and to make the disclosure referred to above. 

To almost all practical intents and purposes, it strikes us that revised S. 1145 
is much the same as 8. 1122, the principal differences being, in our opinion, that 
revised S. 1145 would apply to all welfare and pension plans, irrespective of the 
number of employees covered thereby; would require registration with and 
reporting to the Secretary of Labor, rather than the SEC; and would allow 
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the Secretary of Labor to prescribe, by regulations, the form and contents of 
the required registration and reports, instead of spelling out these matters in 
detail in the law itself. 

Thus, both S. 1122 and revised S. 1145 would apply to level-of-benefits plans 
as well as to the cents per hour and similar types. For the reasons that we have 
already given, we believe that these bills are unnecessary and unwarranted in 
the light of present evidence. We further believe that if either bill were adopted, 
the resulting increased costs of administering welfare and pension plans and 
the redtape that the required registration, reporting, and disclosure would 
entail might easily tend to deter the adoption or liberalization of level-of-benefits 
plans by many employers, particularly in the small and medium-sized groups. 
Accordingly, we wish to express our deep-seated opposition to both bills and our 
hope that your subcommittee will reject them. 

S. 1813 would limit its registration, reporting and disclosure requirements 
to jointly administered welfare and pension funds set up under section 302 
of title III of the Labor-Management Relations Act, 1947. These are the funds 
that are established on a cents-per-hour or similar basis and are the types in 
which the Subcommittee on Welfare and Pension Funds uncovered practically 
all of the instances of abuse that came to light during its investigation. We 
believe that the enactment of 8S. 1813 would be a long step in the direction of 
eliminating these abuses, and we, therefore, would be happy to see it become 
law. However, we agree with the point made by Senator Douglas in his testi- 
mony before your subcommittee on May 27, 1957, that S. 1813 would be strength- 
ened by the requirement that the annual report filed by a fund with the SEC 
show not only the names of all persons receiving commissions or brokerage 
fees from insurance carriers in connection with insurance purchased by the 
fund or commissions, administration fees, salaries, ete., from the fund itself, 
but also the amounts of all such compensation. 

There is one particularly desirable feature contained in 8. 1813 that does 
not appear in any of the other three bills which your subcommittee is consid- 
ering. We refer to the provision that would prohibit any employes’ representa- 
tive, union member, contributing employer or employee of such employer from 
participating, directly or indirectly, in commissions paid for the purchase of in- 
surance by or on behalf of a welfare or pension fund or from having any interest 
in any insurance agency or broker through which the fund has placed its 
insurance. Indeed, we think that this provision should be broadened (1) to 
include fees and salaries (as well as commissions) paid by either an insurance 
company or a fund, and (2) to apply also at least to individuals having a fairly 
close family relationship to the persons described above. We urge that such 
a provision be made a part of any legislation that your subcommittee may ulti- 
mately decide to recommend for passage, for it is our firm belief that it will go 
far toward eliminating the exorbitant commissions, fees, salaries, and kickbacks 
that the Subcommittee on Welfare and Pension Funds found had often been 
paid. 

While we have expressed our general approval of 8.1813, we recognize that 
there may be cases where welfare or pension plans, even though unilaterally 
administered, are set up on a cents-per-hour or similar basis. We note that 
S. 2137 would cover all plans established on such a basis whether they were 
jointly or unilaterally administered. In this respect, S. 2137 is substantially 
identical to the National Association of Insurance Commissioners’ bill which we 
mentioned earlier in this statement. Moreover, 8S. 2137 would require reporting 
and disclosure in greater detail than would 8S. 1813. For these reasons, we 
believe that 8S. 2137 is a more effective measure than 8. 1813. 

However, there is one feature of S. 2137 to which we take exception. This 
is the requirement contained in section 15 (d) (2) that the annual report of 
a plan set forth not only the names and addresses of brokers and agents receiv- 
ing commissions and fees from an insurance carrier and the amounts of. such 
commissions and fees, but also “the service rendered for this compensation.” 
To require the last-mentioned information to be furnished only with respect to 
agents and brokers would, we think, single out such individuals for uniquely 
discriminatory treatment. Accordingly, 8S. 2137 should be amended either to 
eliminate this requirement or to require that the same information be given 
with respect to all persons receiving compensation of any nature in connection 
with a welfare or pension plan. 

As we have indicated earlier in this statement, we also believe that S. 2137 
shouid be amended to include the above-mentioned prohibition against the pay- 
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ment of commissions, fees, and salaries to union representatives, members, etc., 
or their relatives, and against allowing such persons to have any interest in 
any agency or broker through which a plan has placed its insurance. 

In concluding our discussion of 8. 2137, we wish merely to make the observa- 
tion that the bill seemingly was drafted in considerable haste and thus is in 
need of clerical corrections in a number of places. However, these defects are 
of a minor nature and have undoubtedly already come to the attention of your 
subcommittee or its staff. 

Therefore, we particularly urge your subcommittee to amend S. 2137 along 
the lines that we have suggested above and to recommend that, as so amended, 
it be promptly enacted. 

In conclusion, we hope that your subcommittee will find the comments and 
suggestions made in this statement constructive and helpful in arriving at a 
decision with respect to the bills in question. If we can be of further assistance 
you have only to contact the undersigned at the address given below. 

Harry N. PHILLIPs, 
CLU, Chairman, Committee on Group Insurance. 
CARLYLE M, DuNAWAYy, 
General Cousel. 





JOHN Hancock Mutua Lire INSURANCE Co., 
Boston, Mass, May 29, 1957. 
Senator Joun F. KENNEDY, 
United States Senate, 
Washington, D. C. 


Dear SENATOR KENNEDY: It was indeed a pleasure to have met you during my 
visit in Washington recently with Mr. Robert Lee, of this company. 

In your letter of April 23, 1957, you requested our opinion regarding Senate 
bill 1122 and Senate bill 1145, now pending before the Subcommittee on Welfare 
and Pension Funds, which would require the registration and reporting of 
employee welfare plans. This company is naturally interested in this legislation 
because of the fact that we underwrite the benefits provided under a great inany 
such plans. 

We are in favor of the enactment of legislation which would require registra- 
tion of employee-welfare plans and the disclosure of certain information needed 
to curb the abuses which have occurred in the handling of welfare funds. How- 
ever, we are concerned about the fact that the legislation pending before your 
subcommittee would impose requirements in areas where no abuse has occurred, 
and would impose unnecessary and undesirable requirements even in the areas 
which do require some kind of regulation. 

The legislation pending before your subcommittee fails to make two very 
important distinctions concerning employee welfare plans. It has been con- 
clusively demonstrated that misuse of funds has occurred only in the type of 
employee welfare plan where an actual fund is involved. The great majority 
of plans are “unilaterally administered,” that is, administered solely by an em- 
ployer or by a union. Most of these plans purchase their benefits directly from 
an insurer, and do not accumulate an actual fund which may become the object 
of misuse. Employee contributions are collected and immediately turned over to 
the insurer in the form of premiums. No single instance of misuse of funds has 
been discovered in plans of this type. The various State insurance laws very 
adequately regulate these unilaterally administered plans. 

A further distinction must be made concerning the basis upon which the 
benefits are provided to covered employees. In a great many employee welfare 
plans, including almost all unilaterally administered plans, the employer guar- 
antees to the covered employees that a certain level of benefits will be provided 
for him under the plan. The contribution, if any, of the employees toward the 
cost of providing these benefits is fixed, and the employer is responsible for the 
remainder of the cost over and above the employees’ contributions. Under these 
conditions, the cost to the employer of providing the benefits is of no concern to 
the employees, just as the cost to the employer of any of the other benefits which 
he provides for his employees would be of no concern to the employees. It is the 
employer alone who is responsible for any increases in the cost of the benefits, 
and he alone who is interested in keeping these costs at a minimum. 

To require disclosure to employees of cost figures for this type of plan, com- 
monly called the level-of-benefits type of plan, would in no way protect the 
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employees, and such a requirement would penalize the employer very heavily 
because of the following harmful results: 

1. A tremendous amount of unnecessary paperwork and expense would be 
incurred. 

2. Costs to the employer of providing the guaranteed benefits would be dis- 
closed to competitors of both the employer and the insurer, which in no way 
would benefit the employees, and which is contrary to the concept of free Ameri- 
can enterprise. 

38. By indiscriminately placing this information in the hands of all unions with 
which the employer may be bargaining, this requirement would interfere with 
the basic concept of collective bargaining around a bargaining table since it 
would give the unions a possible weapon to be used against the employer in 
collective bargaining. 

There are, however, employee-welfare plans in which the cost of providing the 
benefits is a direct concern of the covered employees. In this type of plan, there 
is a fixed charge to the employee, but no level of benefits is guaranteed to him; 
the benefits which are provided are those which may be purchased with the 
contributions received. It may clearly be seen that the cost incurred in providing 
benefits under this type of plan is of direct concern to the covered employees, 
since the higher the cost becomes, the lower will be the level of benefits provided. 
The contributions required of covered employees are usually determined on the 
basis of a percentage of pay or hours worked, and this method of providing 
benetits has come to be known as the cents-per-hour method. It is almost exclu- 
sively employed by the “jointly administered” type of employee-welfare plan, 
which involves a trust fund administered jointly by employer-representatives 
and employee-representatives (usually union representatives). 

Several factors are present in the jointly administered “cents-per-hour” type 
of employee welfare plan which clearly justify and require disclosure of informa- 
tion and regulation: 

1. It is in the area of these plans only that the abuses which are sought be 
corrected have been found. 

2. The cost of providing the benefits is of direct concern to the covered 
employees. 

3. Actual funds, which have become the object of misuse, are involved. 

4. These funds are not presently subject to regulation by law in most States. 

5. There is the absence of direct control by the employees and employers 
over the persons charged with the administration of the plan. 

It is hoped that the foregoing distinctions, which are not presently made in 
the legislation now pending before your subcommittee, will be seriously consid- 
ered in determining the final form which that legislation is to take. 

Senate bill 1122 would require, in section 6 (c) (2), the disclosure of a de- 
tailed statement regarding the reserves of each plan or fund. This language 
would seem to include reserves held by insurers in connection with the plan. A 
requirement such as this would be unnecessary. The reserves of insurance com- 
panies are subject to supervision by State insurance departments. To require 
such information would be merely to create an unnecessary expense to be added 
to the cost of providing benefits under a plan, and might actually prove to be 
impossible to comply with. 

We should also like to point out that it would be unnecessary to require 
disclosure of the salaries paid to full-time representatives of insurance com- 
panies whose work may include the servicing of an employee-welfare plan. The 
amounts of such salaries are in no way dependent upon such plans for their 
determination, and disclosure thereof would not help to accomplish the purposes 
of this legislation. We are interested in keeping at a minimum the expense 
which will necessarily be incurred in complying with the requirements of this 
legslation. 

In order to effectuate the purposes of any disclosure legislation it will be 
necessary that the Federal agency which is charged with this responsibility be 
granted certain investigatory powers. However, Senate bill 1122 would: grant 
to the supervising agency broad general powers to investigate any and all func- 
tions of the insurance companies which underwrite employee welfare benefits. 
Such authority is not essential to the stated objectives of disclosure legislation, 
and is clearly contrary to the intent of Congress as expressed in the McCarran 
Act. 

Disclosure legislation aimed at the same objectives as those of the legisaltion 
pending before your subcommittee has already been enacted in the States of 
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New York and Washington, and is now pending before the legislatures of many 
of the other States. In order to prevent unnecessary duplication and in order 
to preserve the sanctity of the jurisdiction of the various States, we recom- 
mend that any employee welfare plan required to comply with similar State legis- 
lation should be exempted from compliance with any Federal act to the extent 
that the State act adequately accomplishes the purposes of the Federal act. 

We hope that the opinions which have been expressed herein will be of 
assitance to you in the work which now confronts your Subcommittee on Wel- 
fare and Pension Funds. We believe that these matters must be given very 
careful consideration if the final legislation is to have maximum effectiveness 
in accomplishing its stated purposes, with a minimum of incidental expense in- 
curred by all parties. 

Very truly yours, 
Howarp C, SwANGREN, Staff Assistant. 


NELSON & WARREN, INC., 
St. Louis 5, Mo., June 13, 1957. 
S. 2175 
Senator Irvine M. Ives, 
United States Senate, 
Washington 25, D. C. 


DEAR SENATOR Ives: In this bill you have included a requirement that annual 
reports of a welfare or benefit plan be certified by certified or licensed public 
accountants. 

Most plans of this type involve pension benefits and the reports are made by 
actuaries. Where benefits involve life contingencies, the certification of a quali- 
fied actuary is a necessity. 

We ask the addition of the words “or an actuary, who is a member of the 
society of actuaries.” Without such addition, the requirement is incomplete. 
The New York Insurance Department, or the government actuaries can give 
you independent advice on this matter. 

Yours sincerely, 
CARROLL E. NELSON, 
Consulting Actuary. 


THE TERRIBERRY CoO., 
New York, N. Y., June 27, 1957. 
Hon. WILLIAM A, PURTELL, 
United States Senate, Washington, D. C. 

DEAR SENATOR PURTELL: I appreciate your letter of June 20 acknowledging 
my letter of June 17. 

It would seem to us that the SEC would be better equipped to police any 
legislation in connection with registration and disclosures of pension and wel- 
fare plans than the Department of Labor. I presume you realize that if all 
welfare and pension plans are included under legislation (whether unilateral 
or negotiated or whether negotiated on benefits or on the basis that the employer 
pays in a percentage of employee’s pay or cents per hour) that the agency will 
probably come up with some 300,000 to 500,000 plans to examine every year. 

As expressed in our memorandum, this seems like a waste of taxpayers’ 
money in order to control the type of plans that should be policed to prevent 
the misappropriaion of funds which would directly be reflected in loss of bene- 
fits to the employees covered. Plans of this type consist of about 8 percent of 
the total number. 

I have not noticed any reports of your committee or Senator McClellan’s 
committee in respect to inquiries made by the committee as to whether or not 
the funds contributed in the form of cents per hour by employers to such plans 
as the west coast teamsters have been audited by outside public accountants. 
Such a requirement might eliminate a potential leakage, especially if each 
contributing employer was required to send a duplicate voucher of each of his 
contributions to the certified public accountants who were charged with the 
responsibility of auditing the welfare plan accounts. 

Very truly yours, 
G. GILSON TERRIBERRY. 








ee 


eR TT TT 
eR 





WELFARE AND PENSION PLANS LEGISLATION 473 


TOWERS, PERRIN, Forster & Crossy, INC., 
Philadelphia, June 28, 1957. 
Re S. 1122, S. 1145, 8. 1813, 8. 2187, and 8S. 2175. 
Hon. JOHN F.. KENNEDY, 


Chairman, Senate Special Committee on Welfare Fund Legislation, 
Senate Office Building, Washington, D. C. 


Deak SENATOR KENNEDY: Although I am unable to appear personally before 
your subcommittee to present my views and comments on the aboye numbered 
bills which you are now considering, I would like to take this means of giving 
you some thoughts which I hope may be helpful to you in your deliberaion. 

I am vice president and actuary of Towers, Perrin, Forster & Crosby, Inc., 
a firm of consultants on all types of employee benefit plans. We have been 
consultants on employee benefits since 1917, and have more than 350 active 
clients, widely diversified by size, type of business, and geographic location. 

As consultants in this important field of employer-employee relations, we 
naturally want to see the highest degree of honesty and efficiency in the admin- 
istration of employee benefit plans. We were appalled at the findings of the 
subcommittees of the $3d and 84th Congresses which investigated these plans, 
and we can well understand that Congress feels it necessary that some action 
be taken to protect the beneficiaries of such plans. We submit, however, that 
all-inclusive registration and reporting legislation is not the most efficient manner 
in which to achieve this objective, and may in fact be self-defeating. 

Studies by the Life Insurance Associaion of America and the Institute of 
Life Insurance indicate that as of December 31, 1956, the number of insurance 
contracts providing group coverage for employees is as follows: Group life 
insurance, 106,240; group hospitalization, 90,420; group surgical, 91,410; 
group dependent coverage, 81,110; loss of income, 232,310. There are, of course, 
duplications in the number of master contracts in force because of overlapping 
benefits provided in so-called package plans, but I quote these figures to show 
the magnitude of this type of coverage. In addition to the above-cited types of 
contracts, there were 36,541 qualified pension, profit-shuring, and stock bonus 
plans in effect as of March 31, 1957, according to information released by the 
Internal Revenue Service. With these figures in mind, it takes little imagina- 
tion to see that the task of administering a disclosure law, if applied to all 
such plans, would be truly gigantic. Indeed the subjection of all types of plans 
to registration and reporting will lead to such a tremendous volume of adminis- 
trative work that the purpose of the law may well be vitiated. The sheer volume 
of material that the Government will be required to collect and review would 
certainly delay, and perhaps even prevent, the timely identificaion of actual 
eases of abuse. 

The Douglas subcommittee of the 84th Congress recognized the impractica- 
bility of attempting to have annual reports of all plans. We note with special 
interest, the statement on page 71 of the final report to the Senate Committee on 
Labor and Public Welfare, “It is our desire to make the disclosure act an effective 
instrument to safeguard these vast programs, but at the same time to make it 
the least burdensome possible.” To this end the subcommittee recommended, 
and the Douglas bill provides, that annual reporting be required only by em- 
ployers having 100 or more employees. If the need for disclosure is a real one, 
what justification is there for depriving any employee of the protection of the 
law merely because of the size of his employer? We are convinced that the way 
to make a disclosure act “the least burdensome possible” is to limit its applica- 
tion to the type of plan in which abuses have already been found, and which by 
their nature are highly susceptible to them. 

The reports of the special investigating committees of the 83d and 84th Con- 
gresses indicate clearly the type of situation where funds intended for the bene- 
fit of employees have been, and will probably again be, unscrupulously diverted 
by individuals responsible for their administration. Such abuses have invari- 
ably occurred in connection with that type of welfare plan under which an em- 
ployer or employers contribute agreed-upon sums of money, to be administered 
by a joint employer-union board, but under which the benefits are not a part of 
the basic agreement. The report of the Douglas subcommittee indicates that 
this type of plan covers less than 10 percent of employees receiving group benefits 
under all types of plans. This report further indicates that 92 percent of welfare 
plans and 86 percent of pension plans are unilaterally administered by employers. 
So far as we have been able to learn, no such abuses have been brought to light 
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in connection with employee-benefit plans of the traditional type, that under 
which an employer agrees with his employees, sometimes unilaterally and some- 
times in collective bargaining, to provide certain benefits, but with the admin- 
istration of funds and benefits handled entirely by the employer. 

We have assisted many employers in the development of employee-benefit plans 
of this traditional type, and I am wholly convinced that there is little or no 
possibility that abuses can arise under them. Obviously, when an employer’s 
obligation is to provide benefits according to a clearly defined plan, rather than 
to provide money for someone else to spend for benefits which are not too clearly 
defined, the employer’s only interest would be to keep the overhead expenses down 
toa minimum. Any diversion of funds earmarked for such a plan could operate 
only to increase the employer's costs, a result which would be of no concern to 
employees, and against which employees therefore need no statutory protections. 

We suggest, therefore, that any legislation now enacted to control welfare-fund 
abuses be limited to jointly administered plans of the type where such abuses 
have been found, and any more extended application be deferred until a need 
has been demonstrated. We find support for this suggestion in a statement 
which appears on page 70 of the final committee report: 

“Another suggestion has been made that Congress enact legislation for com- 
plete regulation of these programs at the Federal level. Obviously, this would 
impose a staggering load upon the Government and, upon the basis of investiga- 
tion to date, the necessity for it has not been proved.” [Italic ours.] 

In our opinion the cost to the Government and to American employers of 
administering an all-inclusive disclosure act would be disproportionate to the 
need. Employers would be required to duplicate material already on file with 
the Internal Revenue Service. Commissioner Orrick of the SEC testified before 
your committee that he estimates that 245 employees and an appropriation of 
$1,325,000 would be needed to administer the Douglas bill for only 1 year, even 
assuming that the SEC analyzed a mere sample of the plan reports. A critical 
examination of every report would require triple the staff, with a corresponding 
increase in cost. Our experience with employee-benefit plans leads us to believe 
that these are very modest estimates. 

The findings of the McClellan select committee, now holding hearings on labor 
and management practices, raise serious questions as to the effectiveness of mass 
reporting. Sections 9 (f) and (g) of the Labor-Management Relations Act 
provide that if a labor union wishes to avail itself of the services of the National 
Labor Relations Board it must file annual financial statements with the Secre- 
tary of Labor. Among the items to be included in such financial statements 
are “the disbursements made by it * * * , including the purposes for which 
made.” Presumably such annual financial statements have been filed by all 
unions since 1947, and yet the select committee is uncovering incredible situa- 
tions which could have been discovered years ago if these statements had really 
served their purpose. 

Another important objection to subjecting unilaterally administered plans to 
the public disclosure provisions of the bills before you is that it may do more 
harm than good. Figures without explanation are always subject to honest 
misinterpretation, and sometimes to deliberate distortion. We can see possi- 
bilities that disclosure of financial statements of these plans will have an adverse 
effect on labor-management relations (which have been particularly amicable 
during the past few years). We can envision heated arguments at the bargain- 
ing table on such items as actuarial assumptions and investments, which in a 
unilaterally administered plan are inherently management prerogatives. In 1949 
at the Chrysler Corp. there was a 100-day strike solely on the issue of whether 
pensions would be funded, the company and the union having agreed upon the 
benefits to be provided before the strike was called. What assurances have we 
that similar situations will not arise as a result of this proposed disclosure 
legislation? 

With the possibility of so much attention focused on the financing of plans 
rather than on benefits provided, we are fearful that legislation may promote a 
trend toward bargaining on costs of plans rather than on level of benefits. If 
this should happen it would constitute a regression in employee-benefit planning 
which, in our opinion, would be very regrettable. 

If, in spite of the arguments you have heard to the contrary, your committee 
still deems it advisable to have extensive registration and reporting legislation 
then we believe the Labor-Managament Relations Act must be concurrently 
amended along the following lines, in order to preserve industrial peace: 

(a) By clarifying the law so as to establish without ambiguity that an em- 
ployer’s obligation to bargain collectively in the area of employee benefits is 
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limited to issues directly involving the types, amounts, and conditions of pay- 
ment of such benefits (and the amounts of employee contributions, if any). 

(b) It should also be affirmatively established, that no employer is required 
to share with a union in any way the administration of any compensation or 
welfare benefit system, whether established unilaterally or through collective 
bargaining. A union’s rights in this area should be limited to receiving such 
reports as will establish that the employer is fulfilling his promises and to 
enforcing those promises through application of the usual grievance procedures. 

Our final suggestion is that where disclosure legislation appears necessary 
it be provided at the State level rather than by the Federal Government. Three 
States have already passed registration and reporting requirements and other 
States are considering them. The States already have the administrative 
machinery for carrying out the necessary examination and appraisal of benefit 
plans within their existing insurance and banking departments. 

Benefits payable from any type of employee-benefit plan constitute deferred 
wages. As such, they represent a personal right of the individual: employee, 
claim for which would be enforceable only in the State courts. This is true 
even where the wage is one established by a collective-bargaining agreement. 
It was so held by the United States Supreme Court in Association of Westing- 
house Salaried Employees v. Westinghouse Electric Corporation (348 U. S. 487). 
The United States Court of Appeals, third circuit, held similarly in United 
Steelworkers of America and Joseph Dulya v. Pullman-Standard Car Manu- 
facturing Co. (Jan. 31, 1957), involving a suit for payment of a pension benefit. 
Hence, it seems logical that the States should have jurisdiction over employee- 
benefit plans wherever supervision is deemed to be necessary. 

Very truly yours, 
J. K. Dyer, Jr., 
Vice President and Actuary. 


New York 3, N. Y., May 14, 1957. 
Senator IrvrnG M. Ives, 


United States Senate, 
Washington, D. C. 


DEAR SENATOR Ives: I am forwarding to you a copy of the comments and 
suggestions made by Mr. Harold Faggen to the Department of Labor people who 
are preparing forms for the eventual public disclosure of welfare and pension 
funds. I am sure you will find this material of interest. 

In making our recommendations, we have naturally been concerned that public 
disclosure shall bring to light those dark recesses where serious offenses occur 
and remain invisible to the inexperienced eye. Many funds have come to us 
for help after being badly burned by the kind of apparently respectable practices 
which are contrary to the interests of the beneficiaries. 

Our comments and suggestions to the Department of Labor are based on 
nearly 12 years of servicing welfare and pension funds established through 
collective bargaining, during which time we have been guided by the principle 
that the funds belong to the beneficiaries on whose behalf they are established. 
More and more people realize that these funds, which have already accumulated 
nearly $30 billion and are fast becoming an important factor in the economy, 
must be protected from abuse and waste. 

I hope that the enclosed will be of some help to you. May I assure you that 
when you meet with Mr. Faggen you will find his combined principles, knowl- 
edge, and experience an invaluable asset which he would be honored to place 
at your disposal. 

With my best regards to you and Mr. George Ives, I am, 

Sincerely, 
MARIE DUKE. 
COMMENTS RE ANNUAL Report ON PENSION PLANS (LONG ForM) 


Page 11 of proposed form 


Insurance carriers very often resort to other means of influencing persons in 
a position to help them obtain business than than through the payment of com- 
missions or fees or allowances charged directly against a particular policy. 
Money paid under such circumstances, however, is nevertheless charged against 
the policy in the form of a larger than usual charge for home office expenses or 
costs of settling claims or contingency reserves, etc. An insurance company often 
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retains an attorney who is also counsel to a pension fund underwritten by the 
insurance company. Similarly, an insurance company may retain an actuary 
who is also retained by a pension fund underwritten by them, or they may conceal 
part of the brokerage paid on a particular case by retaining the broker as a 
“sales consultant” or in some other equally mysterious capacity. 

We suggest, therefore, that the following be added to footnote 2: 

“If the carrier made any payments of any kind to any individual, firm, or 
corporation connected directly or indirectly to this fund (as broker, consultant, 
actuary, administrator, counsel, trustee, employee, ete.), such payments are to be 
listed in detail on a separate sheet, stating the amounts and nature of the 
payments, such as ‘legal fees,’ ‘sales consulting fees,’ etc.” 


Pages 12, 13, and 14 of proposed form 


The net figure which will be arrived at on line 37 is really not an operating 


surplus or deficit. We suggest that two lines be provided for this net figure, 
as follows: 


i heat ll ih ali lle Al A, ERR 
Excess of expenditures over income 


In connection with the annual income and expense statement, we believe it will 
be appropriate to include the following questions : 

“Were any contributions written off as uncollectible? - 

“Tf so, were the employees affected given credit on the basis of work actually 
performed? e 


Pages 15, 16, and 17 of proposed form 


In order for a balance sheet to be meaningful, in our opinion, there must be 
a requirement that it be prepared on an accrual basis. A balance sheet prepared 
on a cash basis may well conceal laxity on the part of the trustees with respect 
to collection of contributions due from employers and others. We believe that 
the instructions should require the balance sheet to be prepared on an accrual 
basis and that contributions due on the balance sheet date should be aged to 
indicate the amount past due 1 month, 2 months, 3 months, ete. 

It is difficult to conceive of a pension fund with a surplus so that it appears 
to us that lines 24 through 27 might more properly read as follows: 








RESERVES AND UNASSIGNED FUNDS 


24>Reserves for beneGeis 2 Diinedirseaeetecus er 
25. Unassigned funds or (deficit) _..__.-___________~_ See 
26. Total reserves and unassigned funds_____________________ | ed + denilacseniats 
27. Total liabilities, reserves and unassigned funds_______-___ 


Since every pension fund must have an actuarial basis in order to be tax exempt 
and, since the Treasury Department requires that a copy of the actuarial report 
be filed, it appears to us that no hardship would be imposed if each pension fund 
were required to submit a copy of its actuarial report in support of items 24 and 
25. Unless each pension fund is required to support the figures on lines 24 and 25, 
persons covered by the fund might reasonably rely on the publication of the 
report as a copy of a report furnished to the Government and assume that 
fulfillment of the disclosure requirement carries an implied stamp of approval 
of a fund which, in many cases, cannot possibly fulfill its promises. 


COMMENTS RE ANNUAL REPORT ON HEALTH AND WELFARE PLANS (LONG ForRM) 


Page 2 of proposed form 


The table providing for health and welfare plan coverages contains space for 
listing only the active employees and their dependents. In actual practice a 
union-management health and welfare plan almost always provides for the 
continuation of coverages during periods of unemployment and/or disability. 
In addition, a great many plans provide for continued coverage during retire- 
ment. Since the fund rarely receives any income for employees who are not 
actually working or the dependents of employees who are not actually working, 
there is a continuing obligation on the part of the fund without any continuing 
income with which to meet this obligation. Very often, this promise of the fund 
to continue benefits constitutes a deception which any disclosure report should 
bring to the attention of the membership. 

We suggest that paragraph 7 on page 2 be rewritten as follows: 
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We suggest that the following questions be included in the section on financing: 
1. In case of layoff, are health and welfare plan coverages continued ? 
For how long? 
2. In case of illness, are health and welfare plan coverages continued? 
For how long? 
3. In case of retirement, are health and welfare plan coverages continued? 
For how long? 
4. In case of layoff, is the employer obligated to continue contributions? 
For how long? 


5. In case of illness, is the employer obligated to continue contributions? 
For how long? 


6. In case of retirement, is the employer obligated to continue contributions? 
For how long? 
7. Are health and welfare plan coverages insured during periods of layoffs, 
illness, or retirement? 
Are reserves set aside to provide for the payment of insurance company 
premiums during such periods? 
8. Are health and welfare plan coverages provided on a self-insured basis 
during periods of layoffs, illness, or retirement? 
Are reserves set aside to provide for the payment of coverages during 
such periods? 
Page 11 of proposed form 


The instructions on this page suggest that the form be completed by each insur- 
ance carrier. We find quite often that trustees labor under the misconception 
that an insurance carrier is always an insurance company. We recommend that 
the suggestion be expanded as follows: “It is suggested that this form be com- 
pleted by each insurance carrier, including Blue Cross, Blue Shield, any other 
health insurance plan, any ‘eyeglass’ plan, etc.” 

Insurance carriers very often resort to other means of influencing persons in 
a position to help them obtain business than through the payment of commis- 
sions or fees or allowances charged directly against a particular policy. Money 
paid under such circumstances, however, is nevertheless charged against the pol- 
icy in the form of a larger than usual charge for home-office expenses or cost 
of settling claims or contingency reserves, etc. An insurance company often re- 
tains an attorney who is also counsel to a health and welfare plan underwritten 
by the insurance company. Similarly, an insurance company may retain an 
actuary who is also retained by a health and welfare plan underwritten by them, 
or they may conceal part of the brokerage paid on a particular case by retaining 
the broker as a sales consultant or in some other equally mysterious capacity. 

We suggest, therefore, that the following be added to footnote 2: “If the car- 
rier made any payments of any kind to any individual, firm, or corporation con- 
nected directly or indirectly to this fund (as broker, consultant, actuary, adminis- 
trator, counsel, trustee, employee, etc.), such payments are to be listed in detail 
on a separate sheet, stating the amounts and nature of the payments, such as 
‘legal fees’, ‘sales consulting fees’, etc.” 


Pages 12, 18, and 14 of proposed form 


The net figure which will be arrived at on line 37 is really not an operating sur- 
plus or deficit. We suggest that two lines be provided for this net figure, as 
follows: 


Exeess of income over expenditures... ..-~.........._...... $ 
Excess of expenditures over income 


In connection with the annual income and expense statement, we believe it will 
be appropriate to include the following questions: 

Were any contributions written off as uncollectible? If so, were the employees 
affected ziven credit on the basis of work actually performed? 
Pages 15, 16, and 17 of proposed form 


In order for a balance sheet to be meaningful, in our opinion, there must be a 
requirement that it be prepared on an accrual basis. A balance sheet prepared 
on a cash basis may well conceal! laxity on the part of the trustees with respect 
to collection of contributions due from employers and others. We believe that the 
instructions should require the balance sheet to be prepared on an accrual basis, 
and that contributions due on the balance-sheet date should be aged to indicate 
the amount past due 1 month, 2 months, 3 months, etc. 
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lt is difficult to conceive of a health and welfare plan with a surplus, so that 
it appears to us that the portion of page 16 which now begins “Surplus and 
reserve(s)” might more properly be rewritten as follows: 


RESERVES AND UNASSIGNED FUNDS 


24. Reserve for continuation of coverages where 
employer contributions are not related to em- 
ployter” wiges. ees se $ 

25. Reserve for continuation of coverages dur- 
ee Tay. SA. Be oa ee akeneeeoees 

26. Reserve for continuation of coverages during 


SEO Sr SL Sea ee er ate kena eeat 
27. Reserve for continuation of coverages during 
retirement 


28. Reserve for outstanding benefit claims____-_~ 
29. Unassigned fonda or (GOR) os oe eee 

30. Total reserves and unassigned funds_______-___-__---_-__-_ ee ee 
31. Total liabilities, reserves, and unassigned funds_------_--_-.  ~----------. 


The instructions would have to be rewritten in order to make sure that the re- 
serve figures are not arbitrary approximations. We suggest that the instructions 
provide that the mathematical or actuarial basis of each reserve be explained in 
detail. 

Since every health and welfare fund, whether coverages are insured or self- 
insured, represents to the employees covered that the benefits provided will 
remain uniform, it is ncessary to provide a “reserve for continuation of cover- 
ages where employer contributions are not related to employees’ ages.”: Unless 
such a reserve is provided, the fund will not be able to meet insurance premiums 
which are charged on a 1-year-term basis in the case of an insured fund and go 
up as the ages of the employees rise.. Nor will a self-insured fund be able to 
meet the increasing costs of deaths or other benefits which increase with age. 

It is necessary to have each fund-indicate the amount of its “unassigned funds 
or deficit” in order to disclose to the persons on whose behalf contributions are 
being made either that the trustees are accumulating an unnecessarily large 
amount of money which might more properly be used to provide more benefits or 
that the fund is insolvent and moneys may not be available for the payment of 
benefits when they are most needed. 





STATEMENT OF ROWLAND JONES, JR., PRESIDENT, AMERICAN RETAIL FEDERATION 


My name is Rowland Jones, Jr. I am president of the American Retail Fed- 
eration, with offices at 1145 19th Street NW., Washington, D. C. 

The American Retail Federation is a federation of 38 statewide retail as- 
sociations and 32 national retail associations, representing through their com- 
bined membership more than 700,000 retail outlets. The names of the member as- 
sociations of the federation are: 


STATE ASSOCIATIONS 


Alabama Council of Retail Merchants, Inc. 
Arizona Federation of Retail Associations 
Arkansas Council of Retail Merchants, Inc. 
California Retailers Association 

Colorado Retailers Association 

Delaware Retailers’ Council 

Florida State Retajlers Association 
Georgia Mercantile Association 

Idaho Council of Retailers 

Illinois Retail Merchants Association 
Associated Retailers of Indiana 
Associated Retailers of Iowa, Inc. 
Kentucky Merchants Association, Inc. 
Louisiana Retailers Association 

Maine Merchants Association, Ine. 











480 WELFARE AND PENSION PLANS LEGISLATION 


Maryland Council of Retail Merchants, Inc. 
Massachusetts Council of Retail Merchants 
Michigan Retailers Association 

Minnesota Retail Federation, Inc. 

Mississippi Retail Merchants Association 
Missouri Retailers Association 

Nebraska Federation of Retail Associations, Inc. 
Nevada Retail Merchants Association 

Retail Merchants’ Association of New Jersey 
New York State Council of Retail Merchants, Inc. 
North Carolina Merchants Association, Inc. 
Ohio State Council of Retail Merchants 
Oklahoma Retail Merchants Association 
Oregon State Retailers’ Council 

Pennsylvania Retailers Association, Inc. 
Rhode Island Retail Association 

Retail Merchants Association of South Dakota 
Tennessee Retail Merchants Council 

Council of Texas Retailers’ Association 

Utah Council of Retailers 

Virginia Retail Merchants Association, Inc. 
Associated Retailers of Washington 

West Virginia Retailers Association, Inc. 


NATIONAL ASSOCIATIONS 


American National Retail Jewelers Association 
American Retail Coal Association 

Associated Retail Bakers of America 

Association of Family Apparel Stores, Inc. 

Institute of Distribution, Inc. 

Limited Price Variety Stores Association, Inc. 

Mail Order Association of America 

National Appliance & Radio-TV Dealers Association 
National Association of Chain Drug Stores 

National Association of House to House Installment Companies, Inc. 
National Association of Music Merchants, Inc. 
National Association of Retail Clothiers & Furnishers 
National Association of Retail Grocers 

National Association of Shoe Chain Stores 

National Council on Business Mail 

National Foundation for Consumer Credit, Inc. 
National Industrial Stores Association 

National Jewelers Association 

National Luggage Dealers Association 

National Retail Dry Goods Association 

National Retail Farm Equipment Association 
National Retail Furniture Association 

National Retail Hardware Association 

National Retail Tea & Coffee Merchants Association 
National Shoe Retailers Association 

National Sporting Goods Association 

National Stationery & Office Equipment Association 
National Tire Dealers & Retreaders Association, Ine. 
Retail Paint & Wallpaper Distributors of America, Inc. 
Super Market Institute, Inc. 

Women’s Apparel Chains Association, Inc. 


The following member of ARF has taken no formal position on this issue: Na- 


tional Association of Food Chains. 


ARF INTEREST 


During the past few years, several congressional investigation committees 
have detved deeply into the financial operations of health and welfare plans. 
The result of this series of investigations evidences clearly that many persons 
trusted with the administration of these funds have availed themselves of op- 
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portunities to use those funds for purposes other than which they were intended. 

President Eisenhower recognized the need for corrective legislation in a spe- 
cial message to Congress in 1954. In 1957, President Hisenhower again reiterated 
his recommendation that legislation was needed in the area of health and welfare 
funds in order to prevent unscrupulous trustees from depriving employees of 
benefits to which they lawfully were entitled. 

The American Retail Federation has a direct interest in the outcome of any 
legislation before the Congress which subjects any phase of the administration of 
health and welfare funds to Federal law. Many members of the ARF have long 
established health, welfare, and other types of employee benefit plans which 
would be required to register and make financial disclosures if certain of the 
bills pending before this committee ultimately became law. In addition, many 
of our members have negotiated health and welfare plans, widespread abuse of 
such plans has been abundantly disclosed, and a need for corrective legislation 
for the protection of our members and their employees is self-evident. 

The inadequacy of the present provisions of the Taft-Hartley law which is the 
only law providing any regulation of welfare funds, has created situations where 
individuals have absolute power and control over millions, if not billions of 
dollars. This is a power without effective safeguards to protect the employees 
for whose benefit the funds were intended. It is neither in the employees nor 
the public interests that such large sums of money should be placed in trust with 
individuals whose interests may conflict with proper administration and use of 
the funds. 

COVERAGE 


One of the basic issues to be resolved in prospective legislation concerns the 
type of health and welfare funds to be included under disclosure and/or regula- 
tory legislation. Recommendations of Secretary Mitchell and bills introduced 
by Senators Ives and Douglas, cover substantially all funds which are set aside 
for employee health and welfare benefits. The bills introduced by Senators 
Goldwater and Allott appear to be intended to cover only jointly administered 
funds which now fall under section 302 of the Taft-Hartley law. 

The American Retail Federation strongly recommends that whatever legisla- 
tion be enacted, its coverage be limited to those plans which currently are subject 
to 302 of the Taft-Hartley law. 

Testimony before this committee is that approximately 90 percent of the health 
and welfare funds existing in the United States today are unilaterally adminis- 
tered by employers, and 2 percent unilaterally administered by unions. Ap- 
proximately 8 percent fall under coverage of section 302 of Taft-Hartley, and it 
was the intent of Congress when it enacted the Taft-Hartley law that only the 
administration of jointly controlled funds be subject to some form of Federal 
control. 

The wisdom of Congress in 1947 in its determination to cover only jointly 
administered plans has been borne out by the recent congressional investiga- 
tions. The only abuses found to exist by these investigating bodies were in the 
same type of plans which Congress in 1947 sought to safeguard, although the 
safeguards then provided, proved inadequate. 

Investigations since 1947 clearly demonstrated the fact that the provisions 
of the Taft-Hartley law which require equal employer and employee repre- 
sentation in the administering of the plans were deficient because they did not 
in fact result in equal representation. As a practical matter, many smaller 
employers were unable to have a hand in the selection of management trustees, 
but were forced to accept so-called management trustees selected by the union. 

Senator Goldwater’s bill, S. 1813, would make amendments to the Taft-Hartley 
law to insure the selection of a bona fide neutral trustee. This trustee would 
be selected and appointed by the senior district judge in the United States Dis- 
trict Court having jurisdiction over the place in which the plan is domiciled. 

Senator Goldwatér’s bill represents the best legislative approach to the prob- 
lem, it corrects loopholes in the present law. It eliminates the opportunities 
for abuse which have been found to exist rather than attempt to invade uncharted 
fields in which the courts have not even interpreted existing law. Amendment 
of present law and the safeguards surrounding the impartial selection of a 
neutral trustee are not provided in any of the other bills pending before this 
subcommittee. 

If the Congress should enact legislation to correct abuses which do not in 
fact exist, it could only result in excessive costs to the Government and to em- 
ployers who unilaterally administer existing funds. No one would benefit from 
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such a law. We believe that bringing all funds under Federal scrutiny would 
only destroy the incentive for employers to unilaterally establish such funds. 
If instances of employer misuse of such funds are shown to exist, then and 
only then, should the Congress consider extending disclosure legislation to 
those plans. 
DISCLOSURE 


In addition to strengthening section 302 of the Taft-Hartley law by requiring 
a court appointed trustee, there is a need for additional amendments which 
would provide for some form of public disclosure of the financial transactions 
involved in administering the funds. Casting the light of publicity upon these 
transactions would eliminate the necessity of continuing congressional in- 
vestigations to look into the figures. To date, the only exposé of abuses have 
come from this method. 

All of the bills before this committee would require some form of disclosure. 
The basic differences in the disclosure provisions are in the selection of the Gov- 
ernment agency to whom disclosure would be made and by whom the informa- 
tion would be made public. All bills except the Ives bill give the Securities 
and Exchange Commission the duty to administer the law. The Ives bill and the 
administration’s recommendation gives the duty to the Department of Labor. 
The ARF believes that the Securities and Exchange Commission is the most 
qualified Government agency to administer any disclosure legislation. 

Executive Departments such as the Department of Commerce and the Labor 
Department are less desirable because under the law each is charged with the 
promotion of special interests. The Department of Labor is charged with ad- 
vancing the cause of labor, and Department of Commerce with promoting the 
best interests of business. The SEC does not have any such special obligation. 

The SEC has had extensive experience in the collection of the kind of finan- 
cial information which would be required to be disclosed. That Commission 
already administers laws which require the reporting of the financial data of 
corporations listed on the stock exchanges of this country. It also has experi- 
ence in investigations, hearings, factfinding boards, and the financial analysis, 
all of which would be extremely helpful in administering health and welfare 
found disclosure requirements. 

The information which is disclosed to the Government agency should also be 
disclosed to the public by appropriate regulation. A minimum of discretion 
should be given to the administering body in the matter of determining what 
information must be released. 


DISCRIMIN ATION 


Investigations by congressional committees have disclosed that the economic 
power inherent in distributing the vast sums of money contained in health and 
welfare funds has been used for self-serving purposes by union officials. One 
such use has been to require an employee to be in good standing with the union 
in order to qualify to receive benefits. This situation has existed even though 
the contributions were made by the employer for all employees regardless of 
union affiliation. 

In the unilaterally administered funds all employees benefit, be they members 
of a union or not. The courts have held these benefits to be a form of wages and 
when withheld because of a lack of union affiliation, it is a discrimination not 
founded on logic or reason and contrary to the best interests of peaceful labor 
relations. Union use of these welfare funds to discriminate against nonunion 
employees in effect has created a closed shop which another section of Taft- 
Hartley expressly prohibits. 

Senator Goldwater’s bill provides that benefit payments must be made with- 
out discrimination on account of membership, length of membership, or nonmem- 
bership in any labor organization. The other bills pending before the com- 
mittee are deficient in that they do not contain any such provision prohibiting 
this form of discrimination. We respectfully urge the committee to incorporate 
this language of the Goldwater prohibition in any legislation which may be 
reported out. 

SANCTIONS 


The pattern of abuse, and evidence of racketeering which has been developed 
by the congressional committees makes it obvious that penal provisions must he 
written into the law if the disclosure provisions are to be effective. Mere dis- 
closure without any penalty for failure to disclose all of the information, failure 
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to disclose the correct information, or prohibition of any form of racketeering 
with respect to such funds, would not deter types of abuses which have already 
been brought to light. 

Senator Goldwater’s bill provides that any person who willfully violates the 
law would upon conviction be subject to a fine of not more than $10,000, or 
imprisonment of not more than 1 year, or both. The district courts of the 
United States should be given jurisdiction over any violation. We believe that 
these criminal sanctions, when properly enforced, would give ample teeth to 
disclosure legislation. 


CONCLUSION 


We respectfully urge that the committee report out S. 1813 introduced by 
Senator Goldwater. This bill amends the Taft-Hartley law so as to correct 
abuses in the administration of health and welfare funds which have been found 
to exist, rather than cover areas which are not in need of regulation. Senator 
Goldwater’s bill amply protects employees against discrimination and provides 
for proper registration and disclosure of financial data. It also has the neces- 
sary penal sanctions to make it effective. 

S. 2137, introduced by Senator Allott, contains carefully worked out provi- 
sions with respect to the type of information to be disclosed. If his proposal 
could be made in the form of an amendment to the Taft-Hartley law, contain 
antidiscrimination provisions, and provide for a court appointed neutral trustee, 


it also would effectively insure the participation of all employees in the benefits 
which have been provided for them. 


PacIFIC AMERICAN STEAMSHIP ASSOCIATION, 
San Francisco 11, Calif., June 7, 1957. 
Re Welfare and Pension Registration Act, 1957, S. 1145, etc., Welfare and Pen- 
sion Plans Disclosure Act, 8. 1122, ete. 
Hon. JOHN F. KENNEDY, 


Chairman, Subcommittee on Pension and Welefare Funds Registration, 


Committee on Labor and Public Welfare, United States Senate, Wash- 
ington, D. C. 


Dear Mr. CHAIRMAN: The Pacific American Steamship Association is a non- 
profit organization of American-flag shipping lines domiciled on the west coast. 
Our group does not engage in collective bargaining, nor any of its parallel func- 
tions such as negotiation and trusteeship of welfare and pension plans. How- 
ever, all of our member companies are members of the Pacific Maritime Associa- 
tion, which organization does handle these matters on the Pacific coast, and it is 
to the Pacific Maritime Association that our organization has looked in seeking 
opinion on the pending legislation, both in the House and the Senate, which will 
have the effect of correcting abuses in the operation and handling of welfare 
and pension plans. Pacific Maritime Association, and the several unions with 
which it deals, have been the vanguard of American industry in setting up such 
plans, and opinions of that organization are, therefore, based upon a rather 
extensive experience in this field. 

With this background of identification, our association, therefore, submits 
herewith a memorandum from Mr. J. Paul St. Sure, president of the Pacific 
Maritime Association to Mr. R. E. Mayer, president of this association, dated 
March 21, 1957, concerning legislation now before the Senate Labor Committee 
on the subject of welfare and pension plans. We earnestly commit to your 
committee a careful reading of this memorandum and request that it be made 
a part of the record of these current proceedings. 

In summary the memorandum states: 

1. That Federal legislation to correct abuses in the operation of welfare and 
pension plans is appropriate and timely. 

2. That Federal legislation in this field is much to be preferred to State 
legislation. 

8. The administration of such legislation should be correlated directly with 
the administration of income tax laws and the Taft-Hartley Act. 

4. Such legislation should include effective means for enforcement. 

5. The liabilities of trustees should be clarified as being individual liabilities 
and not joint liabilities. In this regard, the legislation should prevent the 
development of a doctrine of joint and several liabilities as they have been 
developed by the National Labor Relations Board in administering the Taft- 
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Hartley Act, which has frequently resulted in obligating the employers to 
liability for violations of the laws by the unions. 

6. Whatever legislation is considered should not bring about duplication of 
reporting required under existing legislation; nor be unduly restrictive in 
regard to investment of reserves and other fiscal considerations. 

We hope and trust that this memorandum will be helpful in appraising various 
important aspects of pending legislation before your committee. If further 
information or testimony along the lines suggested in the memorandum would be 
helpful to the committee, I would be giad to advise my principals in order that 
steps might be taken to bring a witness before your committee. 

Very truly yours, 
RatpH B. Dewey, Vice President. 


Pactric MARITIME ASSOCIATION, 
March 21, 1957. 
Memorandum to: R. E. Mayer, president, Pacific American Steamship Association. 
From: J. Paul St. Sure. 
Re proposed legislation concerning welfare and pension plans. 


Under date of February 6 you requested the views of PMA concerning certain 
proposed legislation currently being considered by the Committee on Education 
and Labor. Purpose of this memo is to state PMA’s position with respect to 
such legislation and to request that you take appropriate action in connection 
therewith. 

Reference is made specifically to the following bills: 8S. 1145, H. R. 2487, S. 1122, 
H. R. 487, and H. R. 4653 which have been analyzed by the association and upon 
which are based the views outlined below. 

These views will also state PMA’s position as to State bills within this field 


GENERAL VIEWS 


1. PMA favors appropriate legislation to prevent or correct abuses in the oper- 
ation of health, welfare, and pension plans. 

2. The field of regulation of such plans is preempted by Federal law, including 
the Taft-Hartley Act, Federal tax laws and regulations and the laws regulating 
seamen’s wages and working conditions. Congressional consideration of the 
numerous bills that have been introduced and probable enactment of congressional 
legislation at this session would further establish Federal preemption of the 
field. For this basic reason State legislation with respect to health, welfare, and 
pension plans—except as limited to plans outside the scope of congressional 
regulation—is unnecessary and undesirable. 

3. While there are a number of reasons why State legislation might ordinarily 
be preferable to Federal regulation, and vice versa, PMA feels that the balance 
of the arguments favor Federal legislation because it probably will be more 
effective in preventing abuses, because it will provide a uniform body of regu- 
lations with respect to all plans adopted through collective bargaining and 
subject to the Labor-Management Relations Act, and because coordination with 
the Federal internal revenue laws and labor-management relations laws will be 
facilitated. 

4. The PMA plans involve persons in and out of many States, accordingly they 
might be subjected to State regulation in all of the maritime States. There- 
fore, PMA is particularly opposed to handling this problem through State rather 
than Federal legislation. State regulation, with many different agencies having 
jurisdiction, can require that data be submitted in different form and under 
different classifications and for different periods of time. The legislation of 
the various States may impose different and even conflicting duties upon the 
plans and the persons administering them. Different States may all seek to audit 
the plans at the expense of the plans. State agencies may take conflicting posi- 
tions as to what investments are proper, whether investments should be retained 
or disposed of, whether a plan should be seized, or whether the trustees should 
be removed from office or left in office. Theoretically it is possible to reduce 
most of the force of this argument if only one State, such as the State in which 
a plan is domiciled, could regulate any particular plan. This result could be 
certain only if there were Federal legislation establishing this principle. 

5. Any Federal legislation regulating health and welfare and pension plans 
should be designed to correct abuses and should not: 

(a) Result in duplication of work now required in the reporting necessary to 
comply with existing legislation. 
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(0) Be unduly restrictive with respect to the normal activities of fund trustees 
in regard to such matters as the investment of reserves, the choice of under- 
writers, methods of funding, ete. 

This legislation should also eliminate existing questions as to whether these 
plans may pay benefits directly (that is, without purchasing insurance policies) 
and whether they become subject to State insurance laws and regulations if they 
do so. The legislation should authorize payment of benefits directly by the 
trustees without insurance. 

6. The administration of such legislation should be correlated directly with the 
administration of income-tax laws and the Taft-Hartley Act. 

7. Any such legislation should include reasonable and effective means of its 
enforcement. 

8. The legislation should impose individual responsibility upon trustees and 
other persons active in the administration of these funds. The legislation should 
prevent the development of the doctrine of joint and several liability, such as 
that developed by the National Labor Relations Board in administering the Taft- 
Hartley Act, which has frequently resulted in subjecting the employers to lia- 
bility for violations of the law by the unions. The law should impose liability 
upon the persons engaging in illegal activity and should not permit them to 
escape or reduce their liabilities by coercing other persons to acquiesce in what 
they are doing. This basic theory of responsibility should apply not only with 
respect to the responsibilities under this legislation, but with respect to the 
general responsibilities of the trustees of these plans. This, for instance, would 
mean that a trustee would not be liable for action of the majority that he voted 
against: he would not have to bring suit against the other trustees or to resign 
as a trustee in order to avoid liability himself. The liabilities of the trustees 
and other persons participating in the administration of health, welfare and 
pension plans should be clarified as individual liabilities. It would also seem 
appropriate to eliminate joint and several liability, particularly so long as the 
rule denying relief as among joint tort-feasors is applicable with respect to any 
responsibilities of the trustees. 


ANALYSES OF CURRENT BILLS 


The 5 bills which have been analyzed by the association are divided into 2 
basic groups: (1) Those which pertain only to the registration of welfare and 
benefit plans; and (2) those which propose both registration and periodic dis- 
closure of detailed information with respect to the operation of such plans. 
Welfare and Benejit Plans Registration Act of 1957 

Reference: S. 1145, Ives, February 11, 1957; H. R. 2437, Frelinghuysen, Jan- 
uary 10, 1957. 

These bills merely require the registration of all plans in accordance with such 
regulations as may be prescribed by the Secretary of Labor. Both bills provide 
for the Secretary of Labor to be the administrator of the act and allow him vir- 
tually complete freedom to develop regulations for compliance with the act. 
S. 1145 uses permissive language regarding these regulations but H. R. 24387 
makes it mandatory that the Secretary issue regulations and provides for wider 
distribution of information reported. Both bills provide the same penalty 
(maximum fine of $5,000, or 1 year in jail) for willful violation of the act but 
H. R. 2487 adds an additional penalty, in the same amount, for the making of 
willful misstatements in registering plans. 

As a procedural point, PMA is opposed to legislation that merely sets forth the 
outline of the legislative scheme and grants broad regulatory powers to admin- 
istrative officers. The legislation itself should be explicit and clear. PMA is 
particularly opposed to legislation that would authorize administrative officers 
to promulgate regulations that could be enforced by penal sanctions. 

It is the substantive position of PMA that the purpose for which these bills 
were drafted would not be adequately fulfilled by mere registration. The regis- 
tration feature is included in other bills discussed below which are much more 
detailed and appear to come closer to fulfilling the objectives for which they were 
designed. It is the position of PMA therefore, that S. 1145 and H. R. 2437 
should be abandoned in favor of legislation based on the bills. cited below. 


Welfare and Pension Plans Disclosure Act 


Reference: S. 1122. Douglas, February 7, 1957; H. R. 4653, Green, February 11, 
1957 ; H. R. 487, Thompson, January 3, 1957. 
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These bills are much more detailed than the registration bills cited above. 
They require not only the initial registration of welfare and pension plans but 
the submission of annual reports, the exact form of which is to be prescribed 
by the administrator of the act. The bills, however, include a variety of detail 
as to what must be submitted. There exist certain differences in the reporting 
requirements for welfare and pension plans and certain other differences depend- 
ing upon whether or not the plan is insured. The bills provide for disclosure 
to beneficiaries and to the general public of the information contained in the 
reports submitted. The bills provide for an Advisory Council comprised of 13 
members. Considerable power is conferred on the Securities Exchange Commis- 
sion or the Secretary of Labor, alternative administrators of the proposed legis- 
lation, to subpena individuals and records. The bills provide penalties for fail- 
ure to respond. The bills include both of the penalties proposed in the Registra- 
tion Act plus a maximum fine of $10,000 or 5 years in jail for the misappropria- 
tion of funds. Principal differences among the bills are: 

(a) S$. 1122 provides that the act be administered by the Securities Exchange 
Commission, whereas both House bills provide that the administrator be the 
Secretary of Labor. 

(b) S. 1122 and H. R. 487 limit use of the fifth amendment by granting immu- 
nity from prosecution, whereas H. R. 4653 makes no mention of the fifth amend- 
ment. 

Views of PMA concerning specifics contained in the proposed legislation are as 
follows: 

1. The differences with respect to employee welfare benefit plans should be 
clarified so as either definitely to include or definitely to exclude pooled vacation 
plans covering employees in the maritime industry. Such plans are adminis- 
tered by boards of trustees representing employers and the unions. They pay 
vacations based upon employment with all employers participating in the plan 
so that eligibility for vacation and the amount of the vacation due depend upon 
employment for all of the employers as one group rather than on the basis 
of the individual employment for the individual employers. 

2. The bills provide for the administration of the act by either the Secretary 
of Labor or the Securities and Exchange Commission. It is the position 
of PMA that such legislation should not be administered by either of these 
agencies. Administration of legislation regulating health, welfare, and pension 
plans should be closely correlated with the control of such plans exercised by the 
Internal Revenue Service and the substantial reporting burdens that are involved. 
The administration should also be correlated with the activities of the Attorney 
General in enforcing the criminal provisions of sections 302 of the Labor-Manage- 
ment Relations Act. We are opposed to the administration being in the hands of 
the Secretary of Labor, for his Department is, by its very nature, a partisan 
agency. While the Securities and Exchange Commission has exercised some 
powers with respect to securities, it is difficult to see why there is any particular 
advantage in having it administer these controls. Part of the work of the regu- 
latory agency would be examination and auditing such as is carried on by the 
national bank examiners. Other of the work is of an actuarial type. The work 
would also involve investigation that might well be within the peculiar com- 
petence of the Department of Justice. 

PMA believes that the administration of any regulations concerning health, 
welfare, and pension plans should be in the Internal Revenue Service. The In- 
ternal Revenue Service already has substantial functions with respect to these 
plans: 

The Internal Revenue Service issues rulings as to whether such organizations 
are exempt from income taxes, whether pension trusts are qualified pension 
trusts, whether contributions to the plans are deductible as business expenses 
and the extent to which they are, whether payments made by the funds are 
taxable to the recipients or not. and whether the operations of the fund are 
such that they should continue to hold tax-exempt status. 

Furthermore, the Internal Revenue Service has experience, facilities and 
trained personnel for investigating and auditing the books and records of these 
organizations, for making actuarial determinations that might be involved, for 
preparing cases for prosecution, etc. Finally, this agency has a reputation for 
impartiality and aggressiveness. We believe that any other agency would be 
without comparable experience and might be accused of partiality. 

3. Both House bills provide for the exclusion of plans complying with ap- 
plicable workmen’s compensation or disability benefit laws, but S. 1122 does 


















WELFARE AND PENSION PLANS LEGISLATION 487 


not mention disability benefit laws. Because most of the maritime welfare 
plans include disability benefits as an integral part of their overall welfare 
programs, it would be difficult to exclude that portion from the reports required 
by the proposed legislation. 

4. All three bills provide for the exemption from reporting for plans ad- 
ministered as a corollary to membership in a fraternal benefit society or by an 
organization exempt from taxation under section 501 of the Internal Revenue 
Code of 1954. If this provision would exempt some union-management plans, 
there appears to be no sound basis therefor. 

5. Section 6 (f) of each of the bills provides in detail for the type of informa- 
tion to be reported in connection with pension plans. This information includes 
much of that normally submitted to the Internal Revenue Service to obtain 
exemption from tax or to support the claim that contributions are deductible 
business expenses, but some or all must be presented in different form. In- 
clusion of this section, therefore, represents duplication of reporting now made 
by the funds. 

6. Section 6 (f) of these bills also requires that there be submitted “a financial 
statement of the person or persons charged with or having the overall responsi- 
bility for the establishment and operation of the plan.” The scope, intent, and 
effect of this requirement is very unclear. One cannot tell who would be held 
to be the person or persous Charged with or having the overall responsibility for 
the establishment and operation of the plan. Are they the employer and the 
union that negotiated the plan? Is it the regional or national office of the union 
where it dictates policy? Are they the trustees who have general control over 
the plan in accordance with the Taft-Hartley requirements? Is it the person 
carrying on the detailed administration (which may be a bank or some other type 
of fiduciary agency or may be an individual having such a title as ‘“administra- 
tor’)? Is it some other person? ‘The question arises immediately as to what is 
the intent or purpose of this requirement. Is it to require information that would 
disclose if these persons profit out of their positions? The financial statements 
would not seem to be effective in ferreting out profitmaking, for the profit might 
be spent, it might go to dummies or an unconscionable profit might even be given 
to an outside charitable organization favored by someone of influence. On the 
other hand, the purpose might be to find out whether the persons who operate the 
plan are persons of substance. This might be of significance where a bank or 
other fiduciary agency acts as administrator of the plan. On the other hand, 
there would seem to be other, more direct, means of accomplishing this purpose. 
Any program requiring detailed financial statement from nonpaid trustees desig- 
nated by the union and the employer would be, we feel, of little value and would 
in effect discourage many persons from acting as trustees, particularly as em- 
ployer-designated trustees. For instance, individual employers, or persons hold- 
ing responsible positions in corporate employers, would be loath to give a detailed 
financial statement that would be open to examination by the union or employer. 

7. Section 8 of the bills provides for the establishment of an Advisory Council. 
The reason for establishing such a council or its function is not apparent. A 
clearinghouse of information among Government departments could be provided 
without legislation establishing such a council. The representation on the council 
isodd. It calls for fewer management representatives than labor representatives. 
There is also provision for representation of the insurance and banking industries; 
these would seem to be industries performing services for health, welfare, and 
pension plans and should not have any function in connection with policymaking, 
particularly policymaking with respect to the administration of regulations or 
the adoption of administrative rules. There is also some question as to the 
representation of Government departments. But assuming that interested agen- 
cis should participate in any Advisory Council, we note that the Attorney General 
is not included; his participation would seem to be particularly in order since 
he would have the duty of enforcing criminal provisions of this law and already 
has the duty of enforcing the criminal provisions of the Taft-Hartley Act. 

8. Neither registration nor disclosure will provide an effective sanction to get 
plans to be operated honestly. It may be necessary to spell out what actions are 
lawful and what are unlawful, to provide for inspection or examination, and to 
provide procedures for removing trustees or interlocutory injunctions with opera- 
tion by a Government agency in addition to criminal penalties against dishonest 
persons. 

The above are the views of PMA as requested by your organization. It is 
expected that you will communicate these views to the proper authorities and 
will continue to represent PMA in these matters. 
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CHRISTIAN ScrenNcE COMMITTEE ON PUBLICATION OF THE 
First Cuvurcu or CHrist, SCIENTIST, IN Boston, MAss., 


Washington, D. C., June 26, 1957. 
Re S. 2175 (H. R. 7802), 85th Congress, Welfare and Benefit Plans Registration 
Act of 1957. 
CoMMITTEE ON LABOR AND PUBLIC WELFARE, 
United States Senate, Washington, D.C. 
(Attention Mr. Stewart EB. McClure, chief clerk.) 


Dear Mr. McCuiure: This will acknowledge, with thanks, your letter of June 
20 in reply to ours of June 17 proposing an amendment to S. 2175 (H. R. 7802), 
and your telephone call of June 21 informing us that we had been scheduled to 
testify before your committee on June 24. 

We regret that, because of the short notice, it was not possible to rearrange 
our commitments so as to appear on Monday, June 24. However, since you indi- 
eated in your letter and your telephone conversation that you would receive our 
statement for printing in the record in lieu of our appearance, we wish to avail 
eurselves of that opportunity and are therefore enclosing, for the consideration 
of your committee and inclusion in the printed copies of the hearings on 8. 2175, 
our statement, in duplicate. 

With kindest regards and appreciation of the courtesy extended us, 

Sincerely yours, 
INMAN H. DovuGLass, 
Manager, Washington, D. C., Office. 


STATEMENT OF THE CHRISTIAN ScrENcE CHURCH Recarpine S. 2175 anp H. R. 
7802, WELFARE AND BENEFIT PLANS REGISTRATION ACT OF 1957 


JUNE 26, 1957. 

My name is Inman H. Douglass. I am manager of the Washington, D. C., 
office of Christian Science Committee on Publication. With the approval of the 
Christian Science board of directors in Boston, Mass., the administrative head 
of the Christian Science denomination, consisting of the Mother Church, the 
First Church of Christ, Scientist, and its officers and employees in the United 
States and its possessions, I appear before you as an official representative of 
that denomination and present this statement in support of the amendments 
proposed to S. 2175 and H. R. 7802 in our previous letters to the chairmen of 
your respective committees. 

The Mother Church, the First Church of Christ, Scientist, in Boston, and its 
allied activities, operate for the benefit of its employees and officers, a thrift 
and retirement plan. The Christian Science Thrift Association was organized 
under the provisions of article I, section 8, of the Manual of the Mother Church 
and the laws of the Commonwealth of Massachusetts, in June 1933. The plan 
is presently operated under the name, “Thrift and Retirement Plan for Members 
of the Christian Science Thrift Association.” 

The purposes of the plan are to encourage thrift among the officers and em- 
ployees of the church, and to assist them to protect themselves and their 
dependents financially, by providing means for acquiring annuities for such 
officers and employees (p. 3 of bylaws of the Christian Science Thrift Asso- 
ciation). 

The plan is administered by a board of trustees appointed annually by the 
Christian Science board of directors, previously referred to in this statement 
as the administrative head of the denomination. 

The purposes of bills 8. 2175 and H. R. 7802 are given under sections 102 (b) 
as follows: 

(1) To afford protection to interstate commerce; 

(2) To afford protection to the revenue of the United States and to the 
beneficiaries of the welfare and benefit plans referred to; and 

(3) To promote the general welfare. 

We urge amendment of these bills to provide exemption of any church or 
well-recognized religious denomination which enjoys income-tax exemption under 
section 501 (c) (3) of the Internal Revenue Code. 

Our request for such exemption is based upon our advocacy of the principle 
of complete separation of church and state. The reasons and the general public 
need for this legislation we do not question. We do seriously object, however, 
to the inclusion in such legislation of welfare and benefit plans operated by 
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churches solely for the benefit of employees and officers who are engaged exclu- 
sively in religious work. The relations of our church to its employees are basic, 
because almost all of our employees are members of our church. We are sure 
that the Congress does not consider the interest and welfare of church employees 
to be in need of state protection from their employer, the church; nor do we find 
evidence that there exists a need to require churches to register and report em- 
ployee welfare and benefit plans in order to protect interstate commerce, to pro- 
tect the revenue of the United States, or to promote the general welfare. It is 
possible that the bill as drafted without our proposed amendment would not 
require registration of the Christian Science Thrift Association. Nevertheless, 
adoption of the amendment is urged so as to eliminate any uncertainty in this 
regard. 

We, therefore, respectfully urge the adoption of the following amendments: 

8S. 2175.—On page 2, the end of line 25 (very bottom of the page) change period 
to comma, and add: “or any church or well-recognized religious denomination 
which enjoys income-tax exemption under section 501 (c) (3) of the Internal 
Revenue Code.” 


H. R. 7802.—On page 8, at end of line 24, change period to comma, and add 
same amendment proposed for S. 2175. 


We note that all the other pending bills on this subject (namely S. 1122, S. 1145, 


S. 1813, 8S. 2137, and H. R. 487, H. R. 4562, H. R. 6513, and H. R. 5994) exempt 


religious organizations. However, 8. 2175 and H. R. 7802 do not include such 
exemption. 


UNITED STEELWORKERS OF AMERICA, 


Pittsburgh, Pa., June 26, 1957. 
Hon. Joun F.. KenNeEpy, 


Subcommittee on Welfare and Pension Plans Legislation, Senate Commit- 
tee on Labor and Public Welfare, United States Senate, Washington, 
D.C. 

DEAR SENATOR KENNEDY: I am very pleased at the opportunity you have af- 
forded me to augment the remarks I have presented to the Subcommittee on 
Welfare and Pension Funds on March 22, 1955, when the subcommittee was 
chaired by your predecessor, Senator Paul H. Douglas. I deeply regret that it 
did not prove possible to arrange our schedules so that I might be present per- 
sonally to testify in the matters now pending before you. In the more than 2 
years that have elapsed since my initial presentation to your subcommittee I 
have found no reason to modify any of the statements I made during my first 
appearance. In fact, I believe that the investigations of the subcommittee fully 
confirm the descriptions of the steelworkers’ insurance and pension programs 
contained in my earlier testimony. 

The many health and welfare programs negotiated by the United Steelworkers 
of America are honestly, efficiently, and economically administered, and I believe 
that the reasons for the success of our programs can be easily ascertained. It is 
not the form or even the content of our agreements which have achieved the suc- 
cess we have had. Our achievements result only from the approach we have 
used. We have endeavored to inform ourselves thoroughly of the issues involved 
in the development of these programs to enable us to make intelligent and proper 
decisions and we have been motivated exclusively by an honest and sincere desire 
to achieve the most and the best for our members at the least possible cost. Our 
several hundreds of plans differ from one another in form and content but they 
are universally administered in accordance with the strictest standards of hon- 
esty and efficiency. 

In my testimony of March 22, 1955, I said: “We believe that welfare and pen- 
sion plans will operate best where there is full public disclosure of all pertinent 
facts.” At that time I felt that full public disclosures of health and welfare 
plans could be achieved by voluntary action. The investigations of your com- 
mittee have convinced my and my colleagues on the executive board of the AFL— 
CIO that my earlier view of this matter was mistaken. Moreover, ali the 
members of your subcommittee, who have investigated this matter far more 
thoroughly than either I or any other private citizen ever could, have all joined 
in introducing various bills to require reporting. When members of both par- 
ties who are members of this subcommittee conclude that compulsory reporting 
of health and welfare funds is desirable and necessary it may be taken for 
granted that the need for such reporting has been established beyond reasonable 
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doubt. There is, however, a difference of opinion as to such major questions 
as to who should be required to report, what the nature of these reports should 
be, and where they shall be filed. I should like to express to you my thoughts on 
these subjects. 

I am of the opinion that it is most unlikely that a form of report can be 
devised which would automatically reveal the commission of crime and the 
self-incrimination of the guilty criminals. It is not unlikely that a person who 
deliberately conceives and plans a criminal act would also go to great pains to 
conceal that crime—and particularly to conceal it in a statement to a govern- 
mental agency. To my knowledge, social legislation in this country is not 
enforced through the method of reporting. For example, in the enforcement 
of the wage and hour law, employers are not required to submit to the Govern- 
ment regular reports of wages paid and overtime premiums paid. Instead, the 
Government relies upon a system of the investigation of complaints received from 
the public and the routine investigation of each establishment covered by the law. 
Frequency of routine examination is, of course, governed by the extent of low 
wages and overtime being worked in particular areas and industries. While the 
law requires that certain types of records must be maintained by employers re- 
garding wages and hours it has never been suggested that the investigation staff 
of the Wage and Hour Division should be abolished in favor of self-reporting 
of violations by guilty employers. 

With regard to health and welfare plans the problems of enforcement of 
standards are even more complex than that which are suggested by an examina- 
tion of the enforcement of such laws as the wage and hour law. Under the wage 
and hour law a violation of law occurs if less than $1 an hour is paid to em- 
ployees or if time and one-half is not paid for hours worked in excess of 40. 
In health and welfare plans there are no such standards. The fact that one 
insurance company pays a higher commission to a salesman than another is, so 
far as I know, as yet, no violation of the law. The fact that one administrator 
is paid $10,000 a year for his services while another is paid $25,000 a year for 
similar services does not constitute a prima facie case of excessive payments to 
the $25,000 administrator. This is particularly true if the first administrator is 
without experience or competency and would perhaps be overpaid at the rate 
of $5,000 per year. Nor are there any laws or even standards which could guide 
us to determine what constitutes proper administrative expenses, or more im- 
portant even, what constitutes wasteful or unnecessary expenditures on ill- 
eonceived benefits. 

It has been stated that there are some 500,000 pension and welfare plans. 
I assume these figures do not include the several thousands of supplemental 
unemployment benefits plans now in the process of being negotiated throughout 
American industry. A critical evaluation of reports of all these plans for the 
purpose of detecting crime must assuredly require an unknown astronomical 
number of man-hours in investigatory work by trained professional personnel. 
Such a task is beyond my comprehension. I do not believe it possible. 

Is such a gigantic enforcement task really necessary? I do not believe it. 
I believe that temptation has led a number of persons astray in this field, as 
persons have been led astray in other fields involving the receipt and expenditure 
of other people’s money. I have no evidence that the problem is any more 
severe in this field than it is in any other fields of financial activity. In my 
dealings with employers in the negotiation of insurance, pension and supple- 
mental unemployment benefit plans in the steel, aluminum, nonferrous metals 
and metals fabricating industries under the jurisdiction of the United Steel- 
workers of America I have found an earnest desire on the other side of the 
table to conscientiously spend the money placed in our mutual trust. I have 
no reason to believe that the employers and unions in most other industries 
are not motivated by the same high principles existng in the industries with 
which our union deals. 

This does not mean that we do not have real, important and serious differences 
of opinions with the employeers with whom we deal. These issues have at times 
even been serious enough to warrant strike action by our union. We have felt, 
for example, that the administrative costs of our insurance programs rightly 
should be paid by the Companies. We have opposed cents-per-hour contributions 
in favor of flat dollars-per-month contributions. We have opposed indemnities 
wherever service benefits were available. We have favored substantial sick 
benefits while management representatives have wanted to spend the money 
available on other types of benefits. I have no doubt from time to time in the 
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future that we will be in serious conflict with the management of the companies 
with whom we collectively bargain over such questions as contributory versus 
noncontributory insurance. We will probably differ over questions of actuarial 
assumptions. We will differ on such questions as providing prepaid medical 
care for our members. We will differ as to the insurance benefits which should 
be made available to retired employees. But I will not allege that these differ- 
ences are evidence of dishonesty on the part of those who disagree with me. 
People who are motivated by the highest standards of honesty and integrity 
will differ as to the proper way to spend health and welfare funds. 

The detection of criminal and dishonest acts under health and welfare plans 
must come from many sources. I can only suggest a few avenues of approach. 
Since I am a union official my interest lies primarily in plans negotiated by 
unions. Where union-negotiated health and welfare plans are involved, every 
officer and every union member has the responsibility of assuming the defense 
of the integrity of these plans. They must inform themselves of the problems 
and the activities of their own health and welfare plans and must assure them- 
selves that those in charge of their negotiated plans are doing their utmost to 
administer them honestly and competently. In large-scale plans or in plans 
where many sources of revenue or administrative offices are involved and where 
it is impossible, therefore, for the responsible administrator or administrators 
to assume direct personal responsibility for the actions of their subordinates or 
of others responsible for the handling of money, regular audits by trained auditors 
are necessary. Local and State authorities have a responsibility to prosecute plan 
administrators who embezzle or otherwise illegally misappropriate funds. Up 
until now law-enforcement officers have done little or nothing to investigate and 
prosecute suspected cases of fraud, deceit, and dishonesty. There have been 
more exposures of irregularities by this one subcommittee than by all law-enforce- 
ment agencies in the past. We must recognize that dishonesty and substandard 
conduct in the handling of health and welfare funds is like all crime, a devious 
hidden problem participated in by a minority of people. The ferreting out of 
dishonest acts is a many-sided problem involving unions holding their elected 
and appointed officials responsible for their conduct as union officers, of trustees 
and company officials being held responsible for their own and their subordinates’ 
acts of omission and commission, and of law enforcement by trained investigators. 

Then why do I support complete and full reporting of all health and welfare 
plans? Health and welfare funds constitute fiduciary trusts granted special 
treatment either as trusts exempt from taxation or legitimate deductions as 
business expenses for tax purposes. I hold it to be the duty and obligation of 
anyone who holds or spends money for another to give regular reports concern- 
ing the discharge of his duties. Our union would consider it inconceivable that 
the moneys subject to our administration or control should not be thoroughly and 
completely reported on, and I believe that if anyone believes that he has no such 
obligation he must be required to do so by law. 

It had been suggested that a full reporting of pension trust fund investments 
which divulges information as to purchase or sale of securities would either 
impair the ability of the pension trust to earn maximum profits or to cast 
improper aspersions on the abilities of the managements involved in a particular 
purchase or sale. The particular investments of insurance companies are regu- 
larly reported in accordance with various State laws. I have not heard it sug- 
gested that the reports of such investments should no longer be published because 
of any alleged adverse effects such publication has had on particular companies 
or on the securities markets. The purchase and sale of securities on the various 
stock markets is reported daily—in fact, with the greatest dispatch that modern 
communication facilities make possible. I seriously doubt that the annual re- 
porting by any pension trust of its investments can have any important effect on 
the security markets. 

But if it were to be assumed such an effect can occur then we are faced with 
one of two choices. We can say that the maximum earnings of pension trust 
constitute a more important goal of public policy than the full public reporting 
of the operations of such pension trusts. Or, we can conclude that full public re- 
porting is so important that the loss of a profit from speculation is as nothing 
compared to the good to be achieved by making the investments of all health and 
welfare funds public. Parenthetically, I might add that the problem of specu- 
lative profits is probably a very trifling one so far as most well-run pension 
trusts are concerned. : Such information as is available indicates that only a 
very small percentage (if any) of pension trust funds are invested in other than 
Government bonds, first mortgages and blue-chip preferred stocks and bonds. 
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I believe that if the reports required would be such as to meet the reasonable 
criterion of informing the persons participating in the plan of the amounts of 
money that have been received and expended as expenses and benefits on behalf 
of beneficiaries of the plan that the purposes of the public at large will also be 
fulfilled. I do not believe that it would be proper to require routine reporting 
from all plans of such extensive data that the cost of administering plans would 
be unduly burdened at the sacrifice of benefits to participants. After all, the 
stockholders of a company are not said to be kept in the dark concerning the 
operation of the company if they do not receive a voluminous unreadable report 
describing every possible transaction of the company. Similarly, health and 
welfare plan reporting should be limited to that basic information required by 
any intelligent person to be reasonably informed of the operation of his plan. 
I would assume that such reporting would constitute no burden whatsoever on 
any well run plan because such information is vitally necessary for the managers 
of such a plan to be sufficiently informed so as to permit ordinary every day 
administrative decisions. There can be no good reason for denying such readily 
available information to either the persons participating in such plans or the 
Government. 

To which agency of Government should these reports be sent? I do not believe 
it is appropriate for the Securities and Exchange Commission to serve as the 
eustodian of these reports. It is as inappropriate for the SEC to determine 
whether health and welfare plans are being honestly administered as it would 
be for the SEC to determine whether such plans should be exempt from taxa- 
tion. The problem here is not one of protecting the public from fraudulent secu- 
rities promotions, but rather one of assuring laboring men and women that the 
industrial health and welfare plans established for their benefit are being ad- 
ministered for the social purposes they were intended to serve. The Labor De- 
partment contains several social-law enforcement agencies and has always done 
a creditable job in these fields. The Labor Department contains agencies whose 
officials are thoroughly familiar with the negotiation and avowed aims of health 
and welfare plans. Of all existing governmental agencies the Labor Depart- 
ment would seem to be the most logical place to locate a function closely related 
to the other labor-management relations functions performed by that Depart- 
ment. 

I cannot find one acceptable reason why any distinction should be made in 
the matter of reporting between different classes of health and welfare plans. 
If the purpose of such reporting is to keep the public informed as to the success 
or failure of the trustees of such plans in the administration of their responsibili- 
ties then no one may be exempt. If it is true, as is sometimes alleged, that cer- 
tain plans alone have the virtue of never having been caught in a dishonest 
transaction, then universal reporting will succeed in revealing and establishing 
standards to be emulated by other less successful plans. If the Congress were to 
establish discriminatory reporting requirements only on the basis of revelations 
thus far made public, it would presumably permanently avoid exposing the 
dishonest activities of those administering other types of plans. Reasonable re- 
porting of the activities, receipts, and expenditures of health and welfare plans 
cannot be described as a burden. It is as much a duty as the filing of an 
income-tax return by every citizen. There is no implication of dishonesty in 
reporting. To the contrary, there is only the privilege of a trustee to report 
to his Government and to the people whose money he is spending on his effective- 
ness in his handling of the money placed in his trust. 

Sincerely yours, 
Davip J. McDonaLD, President. 


WASHINGTON, D. C., June 27, 1957. 
Mr. Russe.yt C. HARRINGTON, 
Commissioner, Internal Revenue Service, 
Washington, D.C. 

My Dear Mr. HARRINGTON: During hearings held by the Subcommittee on Wel- 
fare and Pension Plans Legislation to consider proposed legislation providing 
registration, reporting and disclosure of employee welfare and pension plans 
(S. 1122, S. 2175, S. 2137, and S. 1813), testimony was received from representa- 
tives of the American Bankers Association and others to the effect that com- 
pliance with the reporting and regulation requirements of pension, profit-sharing 
and welfare funds which qualified for tax exemption under the income-tax laws 
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now accomplishes the purposes which this subcommittee has in mind and it was 
recommended that any new legislative reporting requirements exempt tax-quali- 
fied plans. 

Although witnesses from your Service appeared before a former Senate sub- 
eommittee studying welfare and pension plan operations to outline the functions 
of the Internal Revenue Service in this area and while it may be presumed from 
the letter of the Acting Secretary of the Treasury, Fred ©. Scribner, Jr., dated 
June 11, 1957, which commented on and generally approved the objectives of 
legislation requiring registration, annual reporting and public disclosure with 
respect to welfare and pension plans, that your Service is of the conviction 
that something in addition to present requirements are needed, we would ap- 
preciate your commenting specifically on the statements made before the sub- 
committee on June 18, 1957 by John L. Gibbons, representing the American 
Bankers Association, in support of the recommendation that tax-qualified plans 
be exempt. 

The prepared statement of Mr. Gibbons is enclosed for your assistance. The 
pertinent statements appear on page 2 and thereafter. 

Testimony was also received that in view of the degree of regulation presently 
required by the IRS with respect to these plans it would be the logical agency to 
administer any registration and disclosure statute. Your comment on this will 
be appreciated. 

It is also requested that in addition to other views you might have you com- 
ment particularly on the following: 

1. The degree of protection the IRS administration of present laws and regu- 
lations gives the beneficiaries of tax-exempt (1) pension plans, and (2) welfare 
plans, and whether in your view, public disclosure of the operations of these 
plans would afford additional and needed protection to the beneficiaries. 

2. To what extent the investments of pension and other plans are examined 
by the IRS and for what purposes? 

8. To what extent it can be said that compliance with section 401 (a) and 
other sections of the IRS Code and regulations makes for actuarial soundness of 
qualified pension plans? 

4. Whether in your opinion it would be possible to work out standard reporting 
forms for plans qualifying for tax exemption which might serve equally well 
for registration and reporting under a disclosure statute in order to avoid all 
unnecessary expensive and burdensome work on the part of administrators of 
such plans? 

As the subcommittee is soon concluding its public hearings and will be con- 
sidering the proposed legislation next week, it will be gratefully appreciated if 
you will expedite your reply. 

Very sincerely, 
JOHN F. KENNEDY, 
Chairman, Subcommittee on Welfare and Pension Plans Legislation. 


JULY 11, 1957. 

My Dear SENATOR: You asked for my comments, in your letter of June 27, 1957, 
on statements made to the Subcommittee on Welfare and Pension Plans Legis- 
lation relative to registration, reporting, and disclosures with respect to such 
plans, and also requested information and advice as to certain aspects of these 
plans which come within the internal revenue area. 

Specifically, you requested comments on the statements of Mr. John L. Gibbons, 
on behalf of the American Bankers Association, submitted to the subcommittee 
on June 18, 1957. Mr. Gibbons recommended that any pension, profit-sharing, or 
welfare plan which meets the applicable requirements of the Internal Revenue 
Code be exempt under any new legislation from further registration and filing re- 
quirements since considerable information is already required to be filed with 
the Internal Revenue Service. 

The statements made by Mr. Gibbons regarding the required information relat- 
ing to qualified pension and profit-sharing plans and exempt welfare funds are, 
for the most part, correct. The following comments, however, might be noted: 

In the case of pension and profit-sharing plans, the information is generally 
furnished by the employer in connection with deductions claimed on his tax 
return. All of the information mentioned is required for the first year in which a 
deduction is claimed. For later years, it is not necessary to furnish informa- 
tion concerning the 25 highest paid employees, except with respect to employees 
owning, directly or indirectly, more than 5 percent of the voting stock of the 
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employer. Also, copies of the plan and trust agreement and information as to 
actuarial assumptions and methods need not be filed after the first year, unless 
there has been a change. 

If the employer does not file the required information—for example, where the 
employer is a nontaxable organization, or when the employer does not claim a 
deduction for contributions because of having sustained a loss—then the trustee 
must file the required information. Otherwise, the trustee need file on form 
990-P only certain identifying information and answers to questions relating 
to transactions with the creator of the trust or controlled interests, and informa- 
tion regarding unrelated business income. Therefore, except as to investments in 
the employer’s securities or loans to the employer made after March 1, 1954, 
neither the trustee nor the employer files any detailed information regarding trust 
investments. 

In the case of welfare plans, while a fund claiming exemption must apply on 
form 1026 and file certain information annually on form 990, the employer’s 
deductions for contributions are not conditioned upon exemption of the fund. 
Therefore, a welfare fund with no taxable income (e. g. where all money is paid 
over to an insurance company) would not claim exemption, so no information 
would be filed with the Internal Revenue Service with respect to such a fund. 
Moreover, welfare funds are not subject to tax on unrelated business income or to 
the provisions regarding prohibited transactions. Hence, in no case does a 
welfare fund file any detailed information as to its investments, except as to 
corporate stocks of which the association owns 10 percent or more. 

It might also be noted that PS No. 56, referred to in Mr. Gibbons’ statement, 
which advises trustees to notify the Commissioner before distributing the trust 
assets when a plan is terminated, was not designed as a protection to beneficiaries, 
but is intended to protect the revenue in the event it is determined that the trust 
has lost its exemption and a liability for taxes exists. 

In summary, although the exceptions noted above to Mr. Gibbons’ statements 
are relatively minor, it might be said that the information obtained by the In- 
ternal Revenue Service is for the purpose of administering the applicable require- 
ments of the Internal Revenue Code relating to pension and profit-sharing plans 
and exempt welfare funds. Since it is obtained in connection with tax returns, it 
may not be disclosed for the purpose of protecting beneficiaries; and even if 
legislation were to make it available to public inspection its usefulness for this 
purpose would be limited, as indicated above and hereinafter. 

For similar reasons—because the resources of the Internal Revenue Service 
and the training of its personnel must be directed to the important task of 
administering the Nation’s revenue laws—I do not consider the Service as the 
proper agency to administer a reporting and disclosure statute. 

The following relates to the specific additional points on which you requested 
comments: 

1. The degree of protection the Internal Revenue Service administration of 
present laws and regulations gives the beneficiaries, and whether public dis- 
closur of the operation of these plans would afford additional and needed pro- 
tection of the beneficiaries. 

(a) Tax exempt-pension plans.—Important tax advantages apply in the case 
of qualified pension and profit-sharing trusts. Not only is the trust income 
exempt, but also employer contributions to the trust are deductible from gross 
income, within prescribed limits, and the employees are not taxed on the 
employer contributions until benefits are received or made available and also 
may receive certain favored tax treatment. Hence, all concerned have an inter- 
est in maintaining the qualified status of the plan. 

While this undoubtedly has a salutary effect on the operation of plans, it does 
not, however, afford complete protection to the beneficiaries. As indicated above, 
information obtained from employers may not be disclosed by the Internal 
Revenue Service. When employees request information on the operation of 
plans, they must be told to obtain it from the employer or trustee; and when 
they complain of violation of their rights, they are told they must enforce them 
under State law. If the operation of the plan by the employer or the trustee 
violates the applicable requirements of the code, the result of Internal Revenue 
Service enforcement would be taxation of the trust and denial of deductions to 
the employer or taxation of the employees. The result might well be a tax 
penalty on the victims, rather than on the perpetrators of the violation. For 
example, an employer or trustee who diverted funds may not be solvent, and 
the penalty might be assessment of a tax liability against the trust fund, as well 
as denial of tax deferment and capital gains treatment to the beneficiaries. It 














WELFARE AND PENSION PLANS LEGISLATION 495 


may also be noted that much of the information required by the Service is 
useful only for the purpose of determining the deductions allowable to the 
employer. 

(b) Tax-exempt welfare funds—Internal Revenue Service administration of 
eode section 501 (c) (9), relating to welfare funds, affords less protection to 
the beneficiaries of such funds than in the case of our administration of the 
code provisions relating to pension plans, because form 990 provides the only 
information we receive regarding welfare plans. Also; since the employer’s 
deductions for contributions to a welfare plan are not conditioned upon the 
exemption of the fund, there may be less deterrent to improper practices on the 
part of the administrators of the fund. 

In the case of both pension welfare plans, the information obtained by the 
Internal Revenue Service on forms 990 and 990-P is used for the purpose of 
administering the provisions of the Internal Revenue Code relating to qualifica- 
tion and exemption from tax. The Service has limited manpower available to 
review the forms 990 and 990—P, since even intensive review would not be nearly 
as productive from a revenue standpoint as equal time spent on reviewing tax- 
able ‘returns. 

Moreover, the Service obtains no information from these forms which would 
reveal excessive premiums, commissions, or fees paid to insurance companies, 
brokers, agents, or trustees, or which would reveal improper transactions between 
the trustees and officials of the employer or of a union or persons related to or 
associated with them or the trustees. The information which is obtained with 
respect to prohibit transactions in the case of pension trusts relates only to 
transactions with the creator of the trust or controlled or related interests—i. e. 
usually with the employing corporation itself or controlled subsidiaries. In 
short, the information obtained by the Service would be of limited usefulness in 
policing conditions which your subcommittee seeks to correct. Therefore, to 
the extent that information on the operation of pension and welfare plans not 
now furnished is obtained and made subject to disclosure by an agency charged 
with this task, it would seem that additional protection to the beneficiaries 
would be afforded. 

2. The extent to which investments of pension trusts are examined by the 
Internal, Revenue Service and the purposes. 

There are three purposes for examining the investments of pension trusts. 
One is to determine whether the investments are consistent with the requirement 
that the plan be operated for the exclusive benefit of employees and their 
beneficiaries. Another is to determine whether prohibited transactions are in- 
volved. The third is to inquire into possible unrelated business activities and, 
if found to exist, to see that the income therefrom is properly reported. 

Where trust funds are invested in the stock or securities of the employer a 
complete disclosure is to be made to the Service. This consists of the employer’s 
baiance sheets, profit and loss statements, surplus analysis, and dividend paying 
record, a description of the investment, the reasons therefor, and a statement of 
trust assets. This information is analyzed to determine whether the cost does 
not exceed fair market value at the time of purchase, a fair return commensurate 
with the prevailing rate is provided, sufficient liquidity of trust assets is main- 
tained so as to permit distributions in accordance with the terms of the plan, 
and whether the safeguards that a prudent investor would look to exist. The 
analysis is also extended to determine whether a prohibited transaction or 
unrelated business taxable income may be involved. 

In other respects, investments are not examined. The Service specifically 
refrains from passing upon the desirability of certain types of investments or 
as to adherence by the trust to any particular investment program. The Service 
does not obtain detailed information regarding specific investments, other than 
that indicated above. 

3. The extent to which compliance with section 401 (a) and other sections 
of the Internai Revenue Code and regulations makes for actuarial soundness of 
qualified pension plans. 

Compliance with the requirements of section 401 (a) and other sections of 
the Internal Revenue Code and regulations issued thereunder does not assure 
or directly affect actuarial soundness of qualified pension plans, since the code 
and regulations make no mention of actuarial soundness as a requirement for 
qualification. However, compliance with the nondiscrimination requirements of 
code section 401 (a) does, to some extent, have an indirect effect on a pension 
plan which is so inadequately funded that it must be terminated or curtailed 
soon after its establishment. This is explained more fully in the attached state- 
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ment, which is similar to one submitted to an earlier Senate subcommittee which 
was studying these problems. 

4. Whether it would be possible to work out standard reporting forms for 
plans qualifying for tax exemption which might serve equally well for regis- 
tration and reporting under a disclosure statute in order to avoid all unnecessary 
expensive and burdensome work on the part of administrators of such plans. 

Forms can be designed to secure information to be made available for public 
inspection in connection with tax-exempt pension trusts provided the statute 
clearly prescribes the information to be made public. For an example of a form 
of this type, see the attached form 990—A which was developed to implement the 
statutory requirements of sections 6033 (b) and 6104. Pages 3 and 4 of this form 
are placed on file in directors’ offices for public inspection in accordance with 
the requirement of section 6104. 

I aiso understand that a proposed form has been prepared when this problem 
had been considered by an earlier subcommittee for the purpose of combining 
information submitted for tax purposes with other information which may be 
required as a result of legislation in this area. 

The extent to which a requirement of this kind would burden the administra- 
tors of the pension trusts would depend upon the volume and the nature of the 
information required to be supplied. 

In this connection it should be noted that in many cases information supplied 
to the Internal Revenue Service is regarded by the administrators of such 
plans as very highly confidential. Section 7213 imposes severe penalties upon 
any person disclosing information obtained from returns filed with the Internal 
Revenue Service and, therefore, we strongly urge that any legislation requiring 
public disclosure of information in this area clearly specify exactly the informa- 
tion which is to be required to be opened for public inspection. 

I am also in receipt of a copy of the statement made by Mr. Bernard D. Meltzer 
before the subcommittee on July 1, 1957, together with a request for any com- 
ments on such statement with respect to tax exempt plans. 

In the main, the points raised by Mr. Meltzer relative to paralleling income 
tax exemptions with the legislation under consideration have already been dis- 
cussed in this letter. I should like, however, to correct certain misconceptions 
which appear in Mr. Meltzer’s statement. 

Mr. Meltzer states on page 4 “These exemptions would cover charitable and 
educational institutions exempted by section 501 (c) (3) of the code and certain 
fraternal beneficiary societies, which may include unions, exempted by section 
501 (c) (8).” Labor organizations are exempt under section 501 (ce) (5), not 
(8). It should also be noted that exempt welfare funds are governed by section 
501 (c) (9). 

Mr. Meltzer also states on the same page. “The income tax exemption ac- 
corded to fraternal beneficiary societies is subject to the condition that they avoid 
so-called prohibited transactions and also avoid investments which threaten 
their basic purposes (sec. 503, sec. 504 (1)).” Neither the provisions of section 
503 nor 504 are applicable to fraternal beneficiary societies, or to welfare funds. 
Fraternal beneficiary societies which meet the applicable requirements are 
exempt under section 501 (c) (8). Section 503 applies only to certain organi- 
zations which qualify for exemption under section 501 (¢c) (3), which does not 
include fraternal beneficiary societies, and to pension, profit sharing, and stock 
bonus trusts which qualify under section 401 (a). Section 504 applies only to 
those organizations which are exempt under 501 (c) (8) and which are subject 
to the provisions of section 503 . 

With respect to Mr. Meltzer’s statement on the same page, “It is also not clear 
whether the income tax exemption would be destroyed by diversion of assets 
unauthorized by those ultimately responsible for the administration of the funds 
involved,” I have heretofore pointed out that denial of tax exemption might well 
be a tax penalty on the victims, rather than on the perpetrators of the violation. 

Very truly yours, 
(Signed) Russert C. HarrineTon, 


Commissioner. 
Attachments (9). 


“ACTUARIAL SOUNDNESS” IN PENSION AND WELFARE PLANS 


1. Actuarial reports required by the Internal Revenue Service 


As to pension plans, the Internal Revenue Code contains certain limitations on 
the amount of deductions allowable in any 1 year for contributions by the 
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employer. In order to support his claim for deductions, the employer must 
submit certain periodic actuarial reports. If he claims his deduction within the 
limitations of code section 404 (a) (1) (A), which are based primarily on com- 
pensation of covered employees and only secondarily on the actuarial cost of the 
plan, the regulations require that he must submit every fifth year an actuarial 
certification of the amount reasonably necessary to provide the remaining 
unfunded costs of past and current service credits of all employees under the plan, 
with a statement explaining all the methods, factors, and assumptions used in 
determining such amount. If the employer claims his deductions under the 
limitations of either Code section 404 (a) (1) (B) or (C), which are based 
entirely upon the actuarial costs of the plan, there is no specific requirement in 
the regulations for an actuarial report ; however, there is an implicit requirement 
for an actuarial valuation and report each year, unless the general statistical 
information with respect to the current year, together with previously filed 
reports, makes it entirely clear that the statutory limitations on deductions could 
not possibly be exceeded. This requirement is implicit, because if an employer 
claims his deductions based upon actuarial costs, he must support his deductions 
by appropriate submission of information, just as he would in the case of any 
other sizable deduction claimed. 

It should be emphasized that the actuarial reports and valuations referred to 
in the previous paragraph are required solely for the purpose of determining 
whether the employer’s claimed deduction exceeds the statutory limitations. 
These reports are examined, in the first instance, in Internal Revenue field 
offices, which are not staffed with personnel whuse basic training would enable 
them to determine whatever the contributions to the fund are adequate to support 
the contemplated benefits. If a field office has any question as to the validity or 
reasonableness of the methods or factors used in computing costs or the reason- 
ableness of the results, for the purpose of supporting deductions, it may request 
advice from the national office, but review by the national office is not a routine 
procedure. The national office has a very small staff which is trained for this 
purpose, and could not review the actuarial reports in a great many cases, even 
with attention only to our primary responsibility of preventing excessive deduc- 
tions, without any time to inquire into “actuarial soundness.” When review is 
made of an actuarial report submitted by an employer, either in the field office or 
the national office, the methods, factors, and assumptions used are examined, but 
there is no examination into the qualifications of the person preparing the report. 

As to welfare funds, there are no mathematical or actuarial limitations on 
employer deductions, as there are with respect to pension plans. Employer con- 
tributions to welfare funds are deductible under section 162 of the code, relating 
to ordinary and necessary expenses paid or incurred in carrying on a trade or 
business, and the only limitation here is one of reasonableness. Therefore, no 
actuarial report is ordinarily required to support deductions for contributions 
to a welfare fund. Only in the rare instance where the employer claims deduc- 
tions for contributions far in excess of what appears to be reasonable to support 
the commitments for benefits under the welfare plan would anything in the 
nature of actuarial cost estimates be requested. 


2. Responsibilities of the Internal Revenue Service with regard to “actuarial 
soundness” 


It is important to emphasize first that “actuarial soundness” is by no means 
a precise concept, and that there is no general meeting of the minds as to a 
definite meaning of the term. Accordingly, the term “actuarial soundness” will 
be used herein only in a broad, negative sense, i. e., a plan is considered not to be 
actuarially sound if either the contemplated or actual contributions are so inade- 
quate as to portend early termination or curtailment of the plan, or to make it 
obvious that the fund will be unable to meet its obligations for the promised or 
contemplated benefits as they come due. 

As to the responsibilities of the Internal Revenue Service in this regard, 
neither section 401 of the Internal Revenue Code, relating to qualification of an 
employees’ pension trust for exemption from Federal income tax, nor section 
501 (c) (9), relating to exemption of welfare funds, contains any specific re- 
quirement of or reference to “actuarial soundness.” Thus, there is serious ques- 
tion as to whether the Internal Revenue Service would have the authority, even 
if it were practicable to assume the responsibility, to inquire into and attempt 
to assure the actuarial soundness of pension and welfare plans generally. 

Nevertheless, in fulfilling its statutory responsibilities, the Internal Revenue 
Service has a limited interest in “actuarial soundness” of a pension plan, in the 
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negative sense referred to above. This is because the early termination or 
curtailment of a pension plan or failure to meet the cost of the contemplated 
benefits can result in discrimination in favor of employees who are officers, 
shareholders, supervisors, or highly compensated, which would prevent the 
qualification of the plan under section 401 of the Internal Revenue Code. 

This may be illustrated by a simplified example: Assume a pension plan pro- 
vides that all employees who meet certain reasonable requirements as to age 
and service will receive a pension of X percent of pay. On its face, such a plan 
may appear to be nondiscriminatory within the meaning of section 401 (a) of the 
Internal Revenue Code. Next, assume that the circumstances of the case reveal 
that the only persons who can become eligible for pensions within the first 3 
years of its existence are principal officers of the company, and that they will 
receive sizable pensions, the cost of which will absorb the entire contributions to 
the fund within the first 3 years. These additional facts raise some doubt as to 
whether the plan will be nondiscriminatory in operation, but still do not compel 
the conclusion that the plan will be discriminatory, if it may be reasonably 
assumed that the plan will continue in operation indefinitely so that all other 
employees fulfilling the requirements will receive their proportionate pensions 
and that funds will be available to pay these pensions when they become due. 
Now, assume that, either from an explicit statement or reasonable inferences 
from surrounding circumstances, it appears likely that the plan will not continue 
in operation for more than a few years. In such a situation, it is obvious that 
a plan which is nominally nondiscriminatory in its provisions will prove to be 
extremely discriminatory in operation, merely by reason of its early termination. 
Even if there is no preconceived intention to terminate the plan or to operate in a 
discriminatory manner, a plan established with the best of intentions may never- 
theless turn out to be discriminatory, if it does, in fact, terminate within a few 
years. Similarly, discrimination would result if there is no formal termination, 
but the plan dies a slow death because the contributions to the fund are insuf- 
ficient to pay the contemplated pensions. 

In recognition of these possibilities, section 1.401-4 (c) of the income-tax 
regulations under section 401 contains the following provision: 

Although a plan may provide for termination at will by the employer, this will 
not of itself prevent a trust from being a qualified trust. However, in certain 
cases, that fact may necessitate some provision in the plan which will preclude 
such termination from effecting the prohibited discrimination. This may occur 
where, for example, certain officers or highly compensated employees are at the 
inception of the plan within a few years of retirement age and the operation 
of the plan will fund and vest their benefits in a short period, thus resulting in 
such discrimination in favor of such officers or highly compensated employees. 

A similar provision was contained in the regulations, under the 1939 code. 
To implement this provision of the regulations, mimeograph 5717, C. B. 1944, 321, 
was issued. This ruling provides that, in order to qualify, a pension plan must 
contain certain restrictions on the benefits of the 25 highest paid employees in 
the event of the plan’s termination or in event of failure to meet the full current 
cost of the plan during the first 10 years after its establishment or substantial 
amendment; the ruling also requires that provision be made for redistribution of 
any benefits in excess of these limitations among other participants, in the event 
the limitations should become effective. The limitation set forth in the ruling, 
as well as the specification of a 10-year period and the 25 highest paid employees, 
are concededly arbitrary, and in many cases inadequate to prevent discrimination 
entirely in the case of a short-lived plan. However, it was recognized at the 
time the ruling was issued that to require advance provisions which would 
adequately preclude all discrimination in event of early termination would be 
tremendously complicated and would seriously hamper the normal operation of 
many sound pension plans. It was, therefore, the intent of the ruling at least to 
prevent extreme discrimination by early termination or inadequate funding. 
Here, again, it should be emphasized that, in view of the wide differences of 
opinion as to what constitutes adequate funding of a pension plan, the criterion 
adopted in the ruling is an extremely mild one, and may be considered as repre- 
senting a minimum criterion of “actuarial soundness” for a pension plan estab- 
lished by a nongovernmental organization. 

Since it was recognized that the above-mentioned ruling will not serve to 
prevent entirely the discrimination prohibited by the statute for qualified plans, 
other rulings were issued bearing on the subject. PS No. 56 advises trustees of 
a pension plan which is terminated to notify the Internal Revenue Service before 
distributing the assets of the fund, because of the possibility that the plan will 
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be found not to have qualified in operation and that a tax liability may arise, 
which must be satisfied from the trust assets. PS No. 57 requires a similar 
notice in case of failure to meet the current costs of a pension plan, on a cumu- 
lative basis since its inception, so that reappraisal may be made as to whether 
the plan is likely to operate in a discriminatory manner. In this ruling the 
criterion of adequate funding is similar to that adopted in mimeograph 5717. 
It should be noted that, for the purposes of mimeograph 5717 and PS No. 57, no 
standards have been prescribed as to the actuarial methods and factors to be 
used in determining current costs. ‘This is left up to the plan’s administrators; 
however, we would question any methods or factors designed to produce lower 
costs than were used as the basis for limitations on prior deductions. Copies of 
PS Nos. 56 and 57 are attached. 

The above-mentioned rulings are concerned with possible discrimination in the 
event of a termination or curtailment or failure to meet the costs of a pension 
plan. It is only to this limited extent that the Internal Revenue Service is con- 
cerned with “actuarial soundness” of a pension plan in order to meet its respon- 
sibilities under the code. There is, however, one other situation in which the 
Internal Revenue Service has had to give some attention to “acturial sound- 
ness”; this occurs, generally, only in plans established pursuant to labor nego- 
tiations, particularly (but not limited to) those established on an industrywide 
or areawide basis. Such plans often contain provisions for definite benefits, 
but, at the same time, fix the contributions to such plan in terms of amounts 
which are not closely related to the cost of the benefits, such as a certain num- 
ber of cents per hour or per unit of production. In such cases, there is not nec- 
essarily any relationship between the contemplated contributions and the 
promised benefits, and it is not unlikely that in some such cases the fixed con- 
tributions will be seriously inadequate to pay the promised benefits. Such a 
plan woud fail to satisfy the broad definition of “actuarial soundness” men- 
tioned above. 

In most of such plans there is no possibility of discrimination in favor of 
officers, supervisors, or highly compensated employees, because the benefits are 
usually flat amounts of modest size, or because such employees are excluded 
entirely from coverage under the plan. Therefore, as indicated above, the In- 
ternal Revenue Service has no responsibility and doubtful authority to examine 
into the “actuarial soundness” at all, as a condition for qualification of the plan. 
However, chiefly because a ruling letter by the Internal Revenue Service that a 
pension plan meets the applicable requirements of the Internal Revenue Code 
has often been misinterpreted by the parties concerned and by the public to 
mean that the Service is of the opinion that the plan is sound and just in all 
respects, it was felt advisable to indicate that the Internal Revenue Service 
does not take responsibility for the “acturial soundness” of a pension plan, 
Accordingly, PS No. 64, a copy of which is attached, was issued to carry out this 
purpose. (See also Rey. Rul. 55-681, C. B. 1955-2, 585.) This ruling, in effect, 
requires that those responsible for establishing a pension plan of the type de- 
scribed must assume responsibility for its “actuarial soundness” in order to 
obtain a ruling from the Internal Revenue Service as to the qualification of the 
plan under the Internal Revenue Code. Note that the actuarial methods and 
factors and results thereof must be accepted by the employer or others respon- 
sible for the plan, and that any actuarial report prepared for this purpose does 
not even have to be submitted to the Internal Revenue Service. Unfortunately, 
it appears that the purpose behind this ruling has not received sufficient pub- 
licity to correct the public misunderstanding as to the limited responsibilities of 
the Internal Revenue Service in this regard, and as to the limited meaning of a 
favorable ruling. 

In the case of welfare funds, since the question of discrimination is not perti- 
nent to the requirements of qualification under the code, the Internal Revenue 
Service has no responsibility whatsoever with regard to “actuarial soundness.” 


3UREAU OF INRERNAL REVENUE, INCOME TAx UNIT 


PENSION TRUST DIVISION INFORMATION SERVICE 


PS No. 57. 

Section 165: Employees’ Trusts. 

Section 29.165-1 : Employees’ Trusts—In General. 

Applicability of ruling regarding qualification under 165 (a) in case contribu- 
tions of employer are suspended. 





500 WELFARE AND PENSION PLANS LEGISLATION 


Internal Revenue Agents in Charge and Others Concerned: 


Advice is requested as to the applicability of a ruling regarding qualification 
of an employees’ stock bonus, pension, profit-sharing, or annuity plan under sec- 
tion 165 (a) of the Internal Revenue Code, as amended, if the employer contri- 
butions are suspended or partially suspended for any year pursuant to a provi- 
sion with respect thereto contained in the plan but the plan is not explicitly 
amended or terminated. 

In the case of a pension or annuity plan, the applicability of a prior ruling 
as to qualification of the plan under section 165 (a) will not be affected by sus- 
pension of employer contributions if the benefits to be paid or made available 
under the plan are not affected at any time by the suspension and if the unfunded 
past-service cost at any time (which includes any unfunded prior normal cost 
and unfunded interest on any unfunded cost) does not exceed the unfunded 
past-service cost as of the date of establishment of the plan. For this purpose 
the unfunded past-service cost may be determined by methods, factors, and 
assumptions appropriate as a basis of deductions under section 23 (p) (1) (A) 
(iii). A ruling as to qualification under 165 (a) does not, however, apply to 
the plan if a subsequent suspension of employer contributions affects benefits 
to be paid or made available thereunder at any time or if the unfunded past- 
service cost at any time exceeds the unfunded past-service cost as of the date 
of establishment of the plan. Suspension of contributions in such cases will 
be treated as a termination or partial termination of the plan. The employer 
and the trustees should notify the Commissioner regarding suspensions in such 
cases that a redetermination regarding qualification of the plan under section 
165 (a) may be made. 

In the case of a profit-sharing or stock-bonus plan, if contributions of the em- 
ployer are not made in accordance with a definite formula provided in the plan 
without regard to indefinite conditions, any prior ruling is inapplicable. The 
employer and the trustee should notify the Commissioner in such cases in order 
that a redetermination regarding qualification of the plan under section 165 (a) 
may be made. 

Correspondence regarding this release should refer to the number and to the 
symbols IT: PS. 

E. I. McLarney, Deputy Commissioner. 


BUREAU OF INTERNAL REVENUE INCOME TAx UNIT 
PENSION TRUST DIVISION INFORMATION SERVICE 


PS No. 64 NoveMBER 9, 1950. 
Section 165 (a) : Employees’ Trusts. 

Section 23 (p): Deductions for contributions of an employer to an empleyees 
trust or annuity plan, and compensation under a deferred payment plan. 
Qualification of, and bases of deduction limits for, a pension plan negotiated 
pursuant to a union contract which may be terminated at the end of 5 years 
and which provides for fixed benefits and a stated rate of contributions. 


Internal revenue agents in charge and others concerned: 


Advice is requested as to the qualification under section 165 (a) and as to the 
bases of deduction ilmits under section 23 (p) of the Internal Revenue Code, as 
amended, of a trusteed pension plan established by the M company pursuant 
to a union contract which requires that the plan be maintained without change 
for 5 years and then may be modified in accordance with the terms of a contract 
then to be renegotiated. All employees of the M company who are compensated 
on an hourly wage basis are covered under the plan which provides for a fixed 
benefit of $100 per month, without social security offset, commencing at normal 
retirement age 65 for those employees who have completed 25 vears of service 
at such time and proportionate benefits for those who have then completed at 
least 15 years of service but less than 25 years. The entire cost of the plan 
is funded by company contributions which are equal to a fixed percenage of 
wages paid to all participating employees. An officer of the M company cer- 
tifies that actuarial computations have been prepared which indicate that the 
expected contributions during the first 5 years of the plan will be not less than 
the full costs of prospective pensions for employees expected to retire under 
the plan during the first 5 years, nor less than the normal costs plus interest 
accruing on unfunded past service costs for all employees under the plan during 
that period, and also certifies that the methods and assumptions used in such 
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computations. and the results thereof are accepted by the M company as 
reasonable. 

On the basis of the foregoing two issues have been found to be present, namely : 
(1) Whether the requirement in section 29.165-1 (a) of regulations 111 that a 
qualified plan must be permanent as distinguished from a temporary program 
is affected by a 5-year contract limitation, and (2) whether the provision in 
the plan for a fixed benefit and a stated rate of contributions violates the re- 
quirement in section 29.165-1 (a) that benefits must be definitely determinable. 
The plan has been found to meet the requirements of section 165 (a) in all other 
respects. In particular it is noted that the plan could not discriminate in favor 
of employees who are officers, directors, supervisors, or highly compensated 
whether the plan is continued or terminated. 

As to permanence, it is observed in the instant case that it is the contract 
between the company and the union which is to terminate at the end of 5 years 
but that the plan itself does not provide for cessation at the stated time. It 
is intended to be a continuing and permanent program. Upon renegotiation of 
the union contract it may be agreed to maintain the plan without change, it may 
be modified in some respects, or it may be terminated. In this respect it is 
similar to plans generally in which provision is made for amendment and dis- 
continuance. (See sec. 29.165-1 (a) of regulations 111 with respect to per- 
manency.) As far as can be determined at the inception of the plan, it is 
intended as a permanent program within the purview of section 165 (a). P 

Regarding definiteness it is noted that the relationship between the fixed 
benefits and the stated rate of contributions is supported by an actuarial com- 
putation which the employer certified it accepted as reasonable. . Further, it 
is similar to other plans in that it may later be changed or terminated. Ac- 
cordingly, this office is of the opinion that the definiteness of the M company’s 
pension plan is not adversely affected merely because it provides for a fixed 
benefit and a stated rate of contributions. This determination, however, is not 
to be taken as an indication that the Bureau of Internal Revenue is in any way 
passing on the actoarial soundness of the plan or on the reasonableness of the 
actuarial computations. 

In view of the above the pension plan of the M company has been found to 
meet the requirements of section 165 (a) of the Internal Revenue Code, as 


amended, and the trust forming a part thereof has been found to be entitled 
to exemption under the provisions of such section. 

In this type of plan the limits under section 283 (p) of the code will be based 
on the fixed benetits without reference to the contributions and on the assump 
tion that the plan will be continued beyond the 5-year contract period. 


Correspondence regarding this release should refer to the number and to the 
symbols IT:PS. 


Ek. I. McLarney, 
Deputy Commissioner. 


BUREAU OF INTERNAT REVENUE, INCOME Tax UNIT 
PENSION TRUST DIVISION INFORMATION SERVICE 


PS No. 56. 

Section 165. Employees’ trusts. 

Section 29.165-1. Employees’ trust in general. 

Notification by trustee as to the termination of a stock bonus, pension, or profit- 
sharing plan. 

Internal-revenue agents in charge and others concerned: 

Advice is requested as to the steps to be taken by a trustee upon termination of 
of a stock bonus, pension, or profit-sharing plan. 

An employees’ trust constituting part of a plan which meets the requirements 
of section 165 (a) of the Internal Revenue Code, as amended, is exempt from tax 
under that section. A trust, however, may be exempt in one year and not neces- 
sarily in another. For example, paragraph (6) of section 165 (a) contemplates 
that a plan shall be considered as meeting the requirements with respect to 
eligibility for participation during the whole of any taxable year of the plan 
if on 1 day in each quarter it satisfied such requirements. Further, a plan 
which ostensibly qualified when established but was abandoned within a few 
years thereafter may be held, under section 29.165-1 (a) of regulations 111, 
from its inception not to have been a bona fide program for the exclusive 


benefit of employees in general. Upon such determination a liability for taxes 
on the trust income may arise. 


JUNE 27, 1946. 
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Upon learning of the fermination of a plan, the trustee should, therefore, 
before distribution of the trust assets, notify the Commissioner with respect 
thereto. A determination will thereupon be made as to the effect of such 
termination and the trustee will be advised with respect thereto. 

Correspondence regarding this release should refer to the number and to 
the symbols IT: PS. 





BE. I. MoLarney, Deputy Commissioner. 
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INCOME, DUES, CONTRIBUTIONS, ETC. 
1. Dues, ossessments, etc., from members, excluding service and other charges properly included under 
line 8 (see Instruction 5) ov oh ee’ es = 
2. Dues. assessments, etc., from affiliated organizations (see Instruction 5). 
3. Contributions, gifts, grants, etc., received (see Instruction 5) 
4. Payments received in Health, Welfare, etc., fund: 
(a) From employers 
(b) From employees 
5. Interest 
6. Dividends. . 
7. Rents. . . 
8. Gross receipts from business activities 2s (State ital ate 
(a) . 
(b) 
(c) bastante’ ; . 
9. Gain (or loss) from sale of assets, excluding inventory items (see Instruction 10). : 
10. Oiher income (if more than 10 percent of line 11, attach itemized schedule. Iso see Instruction 5) 
il. Total of lines 1 to 10, inclusive. 


DISPOSITION OF INCOME, DUES, CONTRIBUTIONS, ETC. 
A. Expenses attributable to income lines 7 and 8 (see Instruction 6): 
12. Cost of goods sold ; ‘ cad ‘ 
13. Compensation of officers, directors, trustees, etc. >. (Attach statement b iene name, position, salary, 
and time devoted to position) ‘ ae Litas 
14. Wages, salaries, and commissions (not included on ‘‘e 13). Number of employees 
15. Interest 


16. Taxes (such as property, income, social security, unemployment taxes, etc.) 


18. Depreciation (and depletion) 
19. Miscellaneous expenses (State nature): 
@Q-=.., 
(b) . 
(c) 
B: Other expenses: 
20. Dues, assessments, etc., to affiliated organizations 
21. Compensation of officers, directors, trustees, etc. (not included on ven 13) Uittesh.« staternent chenttas 
name, position, salary, and time devoted to position) 
22. Wages, salaries, and commissions (not included on line 14). Number of scustitieens 
23. Interest (not included on line 15). 
24. Taxes (not included on line 16) 
25. Rent (not included on line 17) 


26. Miscellaneous expenses not elsewhere classified (State nature): 
(a) ... 
(b) . 
(c) . 


C. Contributions: 
27. Contributions, gifts, grants, etc., paid (State to whom paid): 
(a) ... 
(b) 
fc) 
D. Other dispositions: 
28. Benefit payments to or for members or their dependents: 
(a) Death, sickness, hospitalization, or disability benefits 
(b) Other benefits (State nature) . ‘ 
29. Dividends and other distributions to members, shareholders, or depositors 
30. Additions to surplus and reserves (Attach itemized schedule) 
31. Total of lines 12 to 30, inclusive (see Instruction 7) 
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accompanying schedules and statements) is, to the best of my knowledge and |! 
the information relating tc the matters required to be reported in this return 


- Other ir 
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vestments (Iternize) 


~apital assets 
(a) Depreciable (and depletable) assets (Attach 
itemized schedule) ’ 
Less: Reserve for depreciation (and depletion) . 
(b) Land 
Other assets (Iternize) 


Total assets 


LIABILITIES 
Accounts poyable 
Bonds, notes, and mortgages payable 
(a) With original maturity of less than | year 
(b) With original maturity of .l year or .more 


ther liabilities (Itermize) 
Total liabilities 


NET WORTH 
Capital Stock 
(a) Peatessed Stock. .. .. <.200.0-+-ccccess 


(b) Common Stock 


Membership certificates 


Paid-in or capita! surplus (or donated capital if a trust) 
Surplus reserves (Iternize). 


Earned surplus and undivided profits. ... 


Total net worth 


Total liabilities and net worth 
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GENERAL INSTRUCTIONS 


1. An annual statement of gross income, receipts, disbursements, | 
etc., on this form, is required by law of every organization which is 
exempt from tex under section 501 (a) of the Code of 1954, except- 
ing only—()) fraternal beneficiary society, order, or association 
described in section 501 (c) (8); (2) organization described in sec- 
tion 501 (c) (3) (see Form 990-A); (3) religious or apostolic organi- | 
zation described in section 501 (d) (required to file Form 1065); 
(4) stock bonus, pension, or profit-sharing plan which qualifies under 
section 40] (a) (see Form 990-P); or (5) corporation described in 
section 501 (c) (1), if wholly owned by the United States or any | 
agency or instrumentality thereof, or a wholly owned subsidiary of 
such corporation 


2. This form shall be prepared in accordance with the method 
of accounting regularly employed in keeping the books of your | 
organization. | 


3. Fill in the lines on pages 2 and 3 of this form to the extent 
that they apply to your organization. 





4. A group return on this form may be filed by a central, parent, | 
or like organization for !wo or more of its chartered, affiliated, or | 
associated lecal organizations which (a) are subject to its general 
supervision and examination, (b) are exempt from tox under the | 
same provision of revenue law as the central organization, (c) have | 
zed it in writing to include them in such return, and (d) have | 
filed with it statements, verified under oath or alfirmation, of the 
information required to be included in this return. Such group 

| 





return shall be in addition to the separate return of the central 
organization, but in lieu af separate returns by the local organiza- 
tions included in the group return. There shall be attached to such | 
group return a schedule showing separately (a) the total number 
names, and addresses of the local organizations included, and (b) 
the same information for those not included therein 


S$. In all cases where line | or 2 includes money or property 
amounting to $3,000 or more, and line 3 or 10 includes money or | 
property amounting to $100 or more which was received directly 
or indirectly from one person, in one or more transactions during | 
the year, itemized schedules showing the total amount received from 
and the name and address of each such person shall be attached | 
to this return. (The term “person” includes individuals, fiduciaries, 
partnerships, corporations, associations, and other organizations.) | 
Receipts by a ‘central’ organization from organizations included | 
in @ group return need not be itemized in the ‘central’ organiza- | 
tion's separate return | 
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Page 4 


6. if the tota! of income lines 7 and 8 is not more than $5,000, 
amounts includible in line 12 through line 19 may be entered under 
line 21 through line 26 under the appropriate headings. Where 
sections “and "B” must both be completed, items of expense may 
be divided between these sections on the basis of accounting records, 





or, if such records do not provide for this division, any items of ex- 
pense which fall wholly under either of these sections may be divided 
on any reasonable basis, such as an approximation of the use of a 
facility or the time spent by an individual 


7. If line 31 does not equal line 11, attach a schedule ac- 


| counting for the difference. 


8. The balance sheets, Schedule A, should agree with 


the 
books of account 


9 any differences should be reconciled. All 
organizations reporting to any national, State, municipal, or other 
public officer may submit, in lieu of Schedule A, copies of their 
bolance sheets prescribed by any such authority as of the beginning 
and end of the taxable year 


9. In all cases where line 6, Schedule A, includes 10 percent 
or more of any class of stock of any corporstion, altach a list showing 
the 1e of the corporation, the number of shares of each type of 
ywned (including information indicating whether the stock is 
voting or nonvoting), and the value of the stock as recorded in the 
books and included in line 3 











stox 


10. Attach a detailed statement showing with respect tg each 
piece of property sold: (a) Date acquired and manner of acquisi- 
tion; (b) Gross sales pr'ce; (c) Cost or other basis (valye at time 


| of acquisition, if donated); (d) Expense of sale and cost of im- 


provements subsequer t to acquisition; (e) Depreciation since acqui- 
sition; and (f) Gain or :oss—({b) plus (e) minus the sum of {c) and /d) 


11. Signature anv? erification._-The return must be signed either 
by the president, vice president, treasurer, assistant treasurer, chief 
accounting officer, or by any other corporate officer authorized to 
sign. A receiver, trustee, or assignee must sign any return which 
he is required t+ file on behalf of a corporation. The statement at 
the bottom of page 3 of the return is required to be signed by any 
person, firm, or corporation who prepared the taxpayer's return. 
If the return is prepared by a firm or corporation, it should be 


| signed ‘n the name of the firm or corporation. The statement is 


not recjuired if the return is prepared by a regular, full-time em 
ployer 


12. For further information see regulations under sections 6033 (a) 
and 501 cf the Internal Revenue Cede. 


Form 990-T.—Section 511 of the Code imposes a tax in case of certain organizations described in sectidns 401 (a) and 501 (c) (2) 
3), (5), and (6), on income derived (a) {ram operation of a business enterprise which is unrelated to the purpose for which such organtzation 


received an exemption or (b) from certain rentals from property leased tc 
reported on Form 990-T, copies of which may be obtained fram the District Director of Internal Revenue 


others on a long-term bavis. Such ir 








ome and tax are to be 


Form 980-C.—A Farmer's Cooperative Association exempt from tax under section 521 of the Code is subject to tax as provided in 
section 522 and is required to file Form 990-C, copies of which may be obtained from the District Director of Internal Revenue. 


Form 1099.—Every organization engaged in a trade or business making payments in the course of such trade or business of interest, 
rents, commissions, salaries or wages, or other fixed or determinable income {including atlowances for expenses) of amounts of $600 or 
more during the calendar year shal] make returns on Forms 1096 cnd 1099, except that the making of such return will not be required 
with respect to the portion of any salary or wage payments reported on Form W-2. 


U.S GOVERNMENT PRINTING OFFICE : 1957--O-391647 


03947—5T—— 83 
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U. S. Treasury Department—Internal Revenue Service 
man ete | RETURN OF ORGANIZATION EXEMPT FROM INCOME TAK 
Section 501 (c) (3) of Internal Revenue Code of 1954 I 
| 


NOTICE.—The law requires that certain information required on this return be made available to the 
pubiic. Pages 3 and 4 are designed for this purpose and must be submitted as part of your return 


Or other taxable 
FOR CALENDAR YEAR year beginning .- ond ending 19 


Please type or pri int plainly 


This return must be filed o7 on of 
| before the 15th day of the fifth 
} month following the close of the 
annual accounting period. Return 
| 


Legal name of organization Address (number, street oity ort poesia! zone, a 


must be filed with the District 
Director of Internal Revenue for 
the district in which is located 
the principal place of business or 
principal office of the organization. 





Line Ne GROSS INCOME 





operations (Attach iternized staternent 








me (Attach iternized statement) 


sross income (lines | to 8, incl.) 
1 gross income (lines | to 8, incl.) 


INCURRED EXPENSES ATTRIBUTABLE TO GROSS INCOME 








10. Coms officers, directors, trustees, et A 
INoL 
11. Sa ther than ar 5 wn OF er of em - es 
12. Interest 
ee ne 
44. Rent 
18. Depreciation (Attach schedule 


16. Miso 
1. 





us expenses (Attach iternized statement 





31 expenses (lines 10 to 16, incl 


DISBURSEMENTS MADE WITHIN THE YEAR OUT OF CURRENT OR ACCUMULATED INCOME 
FOR PURPOSES FOR WHICH EXEMPT, AND ACCUMULATION OF INCOME 


18. Administrative and operating expenses (nct included above 













38. Contri ons, gifts grant ts, etc.: (Attach list showing each cla f activity for whick we 
_= sepx Also show to w l r 
» having an interest e 
t (line 9 less the sum of lines 17, 1 and | s 
ve year (computed for prior years as on line 2 





ome at end of the year 


DISBURSEMENTS MADE OUT OF PRINCIPAL FOR PURPOSES FOR WHICH EXEMPT 


23. Administrative and operating expenses............. 
24. Contribu 
(a) Paid ou 

@) Paid out w n the year: ( las 

with separate totc reach. Also show to whom rf 3: 

marriage, or adc m to any perso ng an interest in the organization su as 

trustee, officer, donor, etc., state relationship . $ 


as, gifts, grants, etc.: 






nm prior years. . 





list showing each 









RECEIPTS NOT REPORTED ELSEWHERE ON THIS FORM 
28. Contributions, gifte, grants, etc., received (See instruction 3) $ 


SIGNATURE AND VERIFICATION (See Instruction 8 





I deciare under the penalties of perjury that this return ( 


Gules and sictements) has been examined 
by me and to the best of my knowledge and beliei is a true 





CORPORATE 
monn een energies ; om p - SEAL 


Dete) Signature of officer Title 





ary that I prepared this the pers named herein and t this returr 


rue rrect, cna compiete return 





accompanying schedules and stateme 
information relating to the matters to be reported in this return of 


is, to the best of y 





@cta)  Gindvidwal or rm signature, Acaress, ae ares 





' 
' 
t 
' 
| 
' 
' 
' 


on en ae 


eee 











eer 


+ | 
4 

8. | 
6.1 
7. « 
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Schedule A.—BALANCE SHEETS (See Instruction 6) 


ASSETS 


itemized sched 





Attach 


> 
LIABILITIES 
de € rt 
Ww 
NET WORTH 
r 
Mv 
Attach detailed statement 
Hove year - 
, ~ . ve 
oe orm 
Woe e “ ° ° - 
i “Yes,” where tilec 
you have : re w 
rerpe. ° ‘ 
my The - * 
« The r - ” 
ie) W . « 
co! cess one 
" ” oe 
Kove yer not previously reported to the interne 
Kevenue Service Lee y . 
W 'Yes > cof e . 
Hove source ° ~ 
os not previously reported ic the lr.terna! kevenue 
B “Yes.” ctiach detaiied su tocar plcom 


Beginning of Year 





Amount Tota 
a 
12. 
13. + 
te 
14. Atte 9 
A 
h “ 
A . 
| 
| Borrow any part 
Rece ve 
b ° ’ 
| - 
*) Se ° ° 
| 
| 
| 
. y ques 
dupicote 


507 


Page 2 





End of Year 








stemente 
vites 





Yo 
je 3 ° 
C) Yes [) Ne 
es Ci Ne 


od statement 


16 tare 
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U. S. Treasury Department—lInternal Revenue Service 


RETURN OF ORGANIZATION EXEMPT FROM INCOME TAX 


Section 501 (c) (3) of Internal Revenue Code of 1954 


NOTICE.—The law requires that certain information required on this return be made available to the 
public. Pages 3 and 4 are designed for this purpose and must be submitted as part of your return 


rom! 9Q-A 


(Rev. Jan. 1957) 





Or other taxable 
FOR CALENDAR YEAR year beginning ,19 . and ending . 19 


Please type or print plainly 


asst. ee ge This return must be filed on or 
CT 1 before the 15th day of the fifth 
month following the close of the 

annual accounting period. Return 

must be filed with the District 

Director of Internal Revemue for 

the district in which is located 

: the principal place of business or 
principal office of the organization. 








Line No GROSS INCOME “5 i 

1. Gross scles or receipts from business activities $ 

2. Less: Cost of goods sold or of operations eS 

3. Gross prefit from business activities \$ a 

4. Interest 

8. Dividends 

6. Rer:ts and royalties 

) from sale of assets, excluding inventory items (See instruction 2 

8. ats 
8. gross income (lines | to 8, incl.) : 


INCURRED EXPENSES ATTRIBUTABLE TO GROSS INCOME 





18, Compensation of officers, directors, tru 








stees, etc z 
11. Salaries and wages (other than am line 10 Number of employees — 
12. Interest 
13. Taxes 
14. Rent : 
18. Depreciation s 
16. Miscelleneous expenses Sd a ee 
17. Total expenses (lines 10 to 16, incl.).. \$ 


DISBURSEMENTS MADE WITHIN THE YEAR OUT OF CURRENT OR ACCUMULATED INCOME 
FOR PURPOSES FOR WHICH EXEMPT, AND ACCUMULATION OF INCOME | 














$ p_eeneTne 
18. C ss of activity for which disbursements were made | 
le 
2. lines 17, 18, and 19) : 3 
21. omputed for prior years as on line 20) ~ 
22 . z 
PURPOSES FOR WHICH EXEMPT 
23. $_ ———— 
24. « 
F $ paseeneniins 
(b) Paid out within the year: (Attach list showing each class of activity for which disbursements were made | 
with separate tota! for each.) 
< 


16-8377 0-4 





' 
' 


earn epencennemenes = 


' 
' 
t 
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Schedule A.—BALANCE SHEETS (See Instruction 6) 
































' | Bez oring of Year End of Year 
} Amount | Tota’ i Ameunt } Tote: 5 
- | 1. Cash . 3 : cessessty ' } ' - 
\ 3. Notes and aceounts receivable os } | 
' Less: Reserve for bad debts. . . ie ee Ba ee : De eo > 
? ’ 
’ 3. Inventories | | } 
4 Investments in governmental obligations. .............. } | . 
8. Investments in nongovernmental bonds, etc... ....... t t | 
© ents in corporate stocks wouiee } |----- — 
% ; 1. Other investments (itemize) | | | 
z : nd ee bere 
8. Capital assets: | } | 
or (a) Depreciable (and depletable) assets a | } 
| | 
; f Less: Reserve for depreciation ved depleticnn) . |e | as aeieettintiiiiiaaicel eintaselp cuigbliguilinadas 
th ' WP 1a eR weacscsinss dehinvenrsiebruoseesaael pcnilin 
he : 9. Other assets (itemize). anvsnel }-. | 
| | 
im | 1. Total assets a A eee 
ict ' LIABILITIES | 
i 11. Accounts payable etenessoucecoos | 
or 12. Bonds, notes, and mortgages payable } 
ed (a) With original maturity of less than | year | 
(>) With or *e | ——$_____——| 
| | 
or } 13. Other liabilities | | | 
ee | ee eee ; | | } 
— { bo ath [ ei: ess | | 
i 
' “. Total liabilities . seeensececeneeseaeeel pn — - 
| | } | 
‘ NET WORTH } | 
A 18. Capital stock | | | | os “ 
i (a) Preferred stock........ vidsevec cece ‘| — } } } 
' (b) Common stock .. iemeeénonntees eee | Daria diced - a 
i 16. Membership certificates cence | | ~. see 
12. Peid-in or copital surplus for donated capita! tf | } 
18. Surplus reserves (iternize) | | 
' | | 
; a . Neen eee eee ee ae 
— 18. Earned surplus and undivided profits. . alia eaeat at saline cnatin lal 
20 Total net worth oe ieesemenmencaiitiihtitiees 
2 Total liabilities and net worth | 





1. An annual statement of grees income, receipts, dist such records do r 
etc., on this form, is required by law of every organization which | on any reasonable basis, such as an approzimation of the use 
ts exempt from tax as described in section 501 (c) (3) of the Code, | of @ facility or the time spent by an individual. 

y (1) a religious crganization; ©) an educational 
maintains @ regular 





t provide for this division, expenses may be divided 








[ES 





8. Activities in lines 19 and 24 (b), page |, should be classified 


fe 
3 
a 





ty and cur 





. eccording to purpose [n greater detail than merely charitable, educa 
im and normally hx of pupils or nal. relic > fic 
tional, relic. scien 


\ arly organized | 
tuder,t: nttendance | here its educational ivities 
stude ndan — service, { 
| 









For example, payments for nursin 





3fe requiarly carried on; (3) a char truction, for fellowships, or for assist 
teation for the prevention of cruel 
ported in whole or in part by funds 
or any State cr political subdivision thereot, or primarily supported 
ae by o 






ble organization, or an organ- 


lies should be so id 





tilied 
to children or animals, if sup- 





d individu 





to whom pay 
to whom pa 
ontributed by the United 3 i 








< j Duplicates are not 
utributions of the genera! public; (4) or an org 





operated, supervised cor. ed by or in 


gious organization described in rection 50 





requires that every such orgenizatior n 
for on pages 3 and 4 and that such iniormation 
to the public. The law provides penaities lor tei 

































information. e tens 
2. Attach a detailed ect to each e stock 
piece of property seid: (a) 3 ¢ of acgu ded 
tio: (b) Gross sales price; fc) Cost or other ba « 
tion lonated): (d) Expense of sale ond « ate 
of acquisition, if donatec Ex; : d 6. Signature and eos . 
ments subsequent to ac isitior; (e) Depreciation since qui: = e lent, vice-pre » Som “ 3 * 
— and () Gain er loes m. the sum of {« d . 4 an ant f k to oie 
3. In all cases where lir age | . ¢ pr t recel ve ¢ 6 t 
amounting to $100 or more, which was received directly r e of r t at the 
na trom one person, in one cr more trans 18 Guring the ye } { pe of the » is required to be signed b ny per 
a schedules showing the tot a and pera ‘ 
end address of eac n i ic } t F 3 by o firm or F e signe2 
(The term “person” ‘ erships, | im the me ci the ‘ pore it ig not re 
corporations, ass: atior r ther org at € t slar, full-time e¢ ee 
ween 4. Expenses may be divided between lines 10 through 16, page | 9. F § at h s S € a) 
and lines 18 and 23, page 1, on the basis of a 2 t . e e e 
- = Form 990-T.—Section 511 of the Code tr t cribed ir 40} fa j 2 
(@, S), and (6), on income derived (a) from prise bh ela to the purpose for w 
tien received an exemption or (b) from certain rentals from lecred 1 : erm t ¢ 3 or 24 ate 
to be reported on Form 990-T, copies of wh ma r f { € 
Form 1099.—Every organization engaged in a trade or business making 5 en! t h trade or te re 
a rents, commissions, saicries or wages, or other fixed or determinable income a s s expense r i$ 
more during the calendar year sh make returns on Forr 6 and except th e masking such returf will not be required 
with respect to the por of any salary er wage « e € 
6 © Govennmcet Paintins OFFICE ge —i8—E8TTe 





in 


1. 


2. 


7. 













ror 990-P 





This return must be 
filed on or before the 
18th day of the Sth 
month following the 
close of the annual 
accounting period. 
Return must be filed | 


of 
Trustees 


510 


Legal name of trust 


with the District Di- 
rector of Internal Rev- 
enue for the district 


which is located 


the principal place of 
business er principal 
office of the trust. 


Name of employer 





, 1956, and ending 
PLEASE TYPE OR PRINT PLAINLY 


Address (number, street, city or town, postal zone number, State) 


Date of le symbols and office advising of 
re ° ae 
State type of plan ir weeheed () Pension [(] Profit. (1 Stock 
sharing bonus 
Date of establishment of trust. 
In what State or country................-..- 
Have any changes not previously reported i. 
the Internal Revenue Service been made in 
trust indentur ? is TIN 
your trust inder ure or plan } Yes (J No 





If “Yes, 
Have you had any sources of income or engaged 


in any activities which have not been 
TOOT 6 os ov eos SECT eRe See eee ee C) Yes 
If “Yes,” attach detailed statement. 





Did you hold any real property for rental 
purposes on which there is an indebtedness 
incurred in acquiring the property or in 
making improvements thereto? ; 

If “Yes,” attach detailed statement. 

Have you filed a tax return on Form 990-T for 
this year?.... ithe ; CO Yes 

BS hen,” calnnnt ARCO cc ccttncccceneenenictnenstictomneitcentabnnt 


C) Yes 





Unrelated business gross income reported..... $-. 
Was a Form 990-P filed for thespreceding year? |_] Ye 


Se I NI aca tectieemnemstnaiinabeseenmeteinetie 

After March 954, did— 

The creator of your trust, or 

A contributor to your trust, or 

A brother or sister (whole or half blood), 
lineal descendant of such creator or contributor, or 


a 


attach a copy of the amendments in duplicate 


0 No 


O No 


spouse, ancestor, or 


A corporation owned (50 “sage me or more of voting stock or 


50 percent or more of va 
by such creator or contributor— 


(a) Borrow ary part of your income or corpus?. [] Yes 

(b) Receive any compensation for personal 
services from you? 1) Yes 

(c) Obtain any part of your services? L} Yes 


(d) Purchase ony securities or other properties _ 








SOOM POUT. se ccd acess L] Yes 
(e) Sell an urities or other property is you? C) Yes 
(f) Have part of your income or corpus __ 

diverted to him by any transaction? _! Yes 


Signatures 


(ndividual or Firm signature) 


of all stock) directly or indirectly 


C1 No 
_] No 
_] No 
[} No 
C] No 


rm 
LJ} No 


U. S. Treasury Department—Internal Revenue Service 


U. S. RETURN OF EMPLOYEES’ TRUST EXEMPT FROM TAX 


As required under section 6033 of the Internal Revenue Code of 1954 
(See sections 40! (a) and 501 (a) of the Code) 


FOR CALENDAR YEAR 1956 
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Do not write in space below 












Address (number, street, city or town, postal sone number, State) 


If answer to any question is ‘Yes,”’ 


If answer to question (a), (d) or (e) is 





attach detailed statement 


“Yes,” also furnish the 


following information relating to the employer (unless pre 


vious! 





tiled and a favorable determination letter had been 


received) 


(1) 


(2) 


(3) 


(4) 


(5) 


6) 


Balance sheets of the employer as at the close of the 
last accounting period and for the taxable year 
ended prior thereto. 

Comparative statements of income and profit and loss 
for the last and the four prior taxable years. 


An analysis of the surplus acx 





nt for the last fi 





e years 






and specifically showing the amount and rate of 
dividends paid on each class of stock. 
As rial changes from 


the latest dates of the aforesaid 
date of filing the information 


statements to the 


A schedule showing the nature and amounts of the 
various assets in the trust fund. 


) A statement setting forth the amount invested in the 





stock or securities of the employer, or a corporation 
controlled thereby, the nature of the investment the pres 
ent rate of return, ‘and the reason for the investment, 


10. Has the employer notified you that he has 


filed 


section 1.404 (a) 
under section ] 
Tax Regulations? 


cen. 


and 3 


or will file the information required by 
2 or the statement required 
4 (a)-2 (d) of the Income __ 


LJ Yes Lj No 





furnish the following ir u of 


completing pages 2 





(a) Names and addresses of parties to the trust agreement and 
the date thereof. 


(b) The 
(c) AY 








taxable year involved. 


y of notification from employer either that such in 


1ation has been filed or will be filed or that he hos filed 


the statement required under section 1.404 (a)- 


(d) The office of the District Director of Internal oo in 
which the employer files his returns. 


If information has not been filed by the ompigyer. furnish all 
information required by section 1.404 (a)-2. 


DECLARATION (See Instruction 5) 
I declare under the penalties of perjury that this return (including any accompanying schedules and statements) has been examined 


I declare under the penalties of perjury that I prepared this return for the trust named herein, and that this return (inc! gC 
accompanying schedules and statements) is, to the best of my knowledge and belief, a true, correct, and complete return based on al! the 
information relating to the matters required to be reported in this return of which I have any knowledge. 





by me, and to the best of my knowledge and belief is a true, correct, and complete return. 


CORPORATE 
SEAL 





1@—T1 335-3 


sper ene 





ial 








tate) 


+ 


| the 


pre 


f the 


yeor 


ears 
te of 


from 














a 





h all 





nined 


ATE 


y any 
| the 





NOTE: Pages 2 and 3 are not required to be completed where the employer has furnished such in 
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laiming qu 
ng with the Distr 


Every trust 




















ured 





ation must prove its right thereto 


ti Revenue for the internal 
; : 


n ki 


le A, should 


GENERAL INSTRUCTIONS 


internal 











s le an annual 
rmati required un 
eed not file with its ret 








1.404 (a)-2 for a taxab 
ported in a return filed by 
j notifies the trustee; 





hall st 


1 accordance with the method of 
Oks Of your trust. 
agree with the books of 


eeping the | 















ate the information 


h a schedule 


5. Declaration 
there is mr 
trustees pur 
a returr 


the t 


re tt 
re 


ear 
the 
but 














STATEMENT OF RECEIPTS AND DISBURSEMENTS 


>yenue 


formation. 


511 


Page? 
















eeer 


17. 
18. 
19. 


21. 


22 








Seezo 

















interest 
Dividends 
Rents 
Sr eipts ness a re 
2) 
.) 
zat ui zie of assets 
the . ‘ *h ize j 
A. Ex 
Cost of 4 j 
te tate t showing name, position, salary) 
i { ensat f trystees, etc.) 
os ial r u loyment taxes, etc.)....... 
(state nature 
} 
=) 
.) 
B. Other expenses 
Compensation of trustee ft Ne Ok TSN ooo W005 nc soe eeinlodenwesenes 
Wages, salaries, fees, and sior t TOS BI sce vegbuseucues 
ey CUE | RUNG oo vcae ss ows ¥o as ebb sieeeenedebabarheseteds 
Taxes (not ir Raed een Dew Bn as. F555. AAV ee etsenmie cee jNaséwaue 
nee: Cie WE Gr I aids nisic ens sevicnbecteacesses Cbs0<0seees 
Miscellaneous expenses not elsewhere classified (state nature) 
:) 


ther distr 
Additions to reserves ( 
ns to surplus 
ns to surplus 


Teta! of li 





ibutions (state 





RECEIPTS 














s trust or their I 


itemized schedule) 


1sive (see Instructio 








nn 


wr 


x 
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Schedule A.—Balance Sheets (See Instruction 3) 


Page 3 





Begnning of Year End of Year 


4. Investments in nongovernmental bonds, etc. ........... 


8. Investments in corporate stock 


6. Investments in employer's stock or securities 


7. Other investments (Iternize) 


8. Capital ossets: 


$. Other assets (Iternize) 


16. CG acti det dbscstnsssecvcdeccees 
Liabilities and Surplus 
11. Accounts payable 


12. Bonde, notes, and morigages payable 


13. Business lease indebtedness 





14. Members accounts 


15. Other liabilities (Itemize) 





16. Total liabilities .......... eee cevecees : | ls. | $ 
| 
PIED. 5.0 av ckbv vecvcessosesecesess Diccssisiietnigentianmatal 's = 
Pe IND x esd ps Kadvcnnedeennaesacgcnc soap denennces<is —— | 
Total liabilities and surplus................ I inimeati s ath 








Sa TERRE TO 


———— 


mma 


ee 
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——_————_—— 


1 U. S. TREASURY DEPARTMENT—Inteenat REVENUE Service To be filed with 
FORM 1023 | 





EXEMPTION APPLICATION pe nen a 


Director for 
(To be made only by a principal officer of the organization claiming exemption) your District. 


Rev. Apr. 1966 


For use of organizations applying for exemption under section 501(a) and described in section 501(c) (3) of the Internal Revenue 
Code of 1954, which are organized and operated exclusively for one of the following purposes (check purpose(s)): 


[_} Religious ([j Charitable (] Scientific {_] Testing for Public Safety 
(_] Educational (_] For the prevention of cruelty to children or animals _[_] Literary 


If the space provided for the insertion of information or data under any of the questions below is inadequate for the purposes, 
additiona! sheets may be used which should be properly identified and securely attached hereto, 








se ce SE geesiks eS ts inal ienleccichaaen 
1. FuLt Naxe or ORGANIZATION 2. Date oF APPLICATION 





3. Compete Apoatss (Number end stvest, post offices ben, ete.) rs —oe 


4q. Ie THE Onganization Ixconronatap? lab. iy INCORPORATED, Unpaa Laws or Wuat Stare? , | de. Date or INComPoRaTION 
Ow Or 


a ——__—__~. 





oamemanied “ee peeee-er~enrenenwerersams> 
44. ly Not Incoarounaten, Stare tHe Manner oF OnoanizatTion de. Date oF Oncanization 


Sa Is THE OxaantzaTion THE Outosowra on Conting- | Sb. Ir So, State NAME oF Prepecesson oer m 
ation oF Any Foam oF Paxpecesson ? 


a (x0 ()Ne | 


Se. Penton Dumixe Wicu Ir Was in Exisrence | 








$4. Susmir Corms or ALL Paress sy Wuicn THs, ‘Teanares oF 
Assets, iy Anr, Was 


fa. Has Oncantzation Fitep Peperat Income Tax Retuans? 


Cj Yes ma [] Ne 


Gb Ir So, State Reruaw Form Numnea | Gc. Yuan on Yuans Fiuep 


1. State Buerty rue Sreciric Pusroass vor Waicu THe Oncantzation Was Foamep (Do not quote from, er make reference to, ihe articles of incorporation or 
bylewe for this purpoes.) 





Sa. Ia CarirTar Sram | Sb. Iv So, Srave (A) Class on Ciaases oF Svcm Stock, (B) THe Numaga AND Pas VALUE oF THE Sanus, (Cc) Tus Consm- 
lasom anp Ourt- 


STANoING? EXATION For Waucu Issuvep, aN» (D) WueTner on Not Any Divwenos on Inrexest Has Been on May Be Paro on Any CLass 
a or Sucu Srocx. 


{} Yes C) No | 


oa Has yg Sng oF 2. 9b. Ip So, Attach Hexero a Seranare Starewent Containina Fut, Deraus Tueneor, INcLUBING qa) Amounts oe 
PORATE ROvESTY EVER NN 7 7 DusrusoeTion 
Sian an Deammenention on Utes Vavor, (2) Sovuncs oy Funps on Prorexty Disrumute, ann (3) Basie of AND AuTHourry ror 


pers? 0 Yes N No 


10. Stare Aut Sounces From Wrica true Oxoanization’s Ixcome Is Dentvep 





— 
— —__—-. — $$ —______—__ — — 
ila. Doers Any Past of tug Ra- | 11b, Iv So, Exriary tx Dera 
cuirts REPRestnt PAYMENT FoR 
Seeavues oF ANY CHARACTER 
ReNpemo BY THE ORGANIZA- 
[] Ne 
—- - - ~ - ——— - - a _ —_—__+_—s 
ALL THe Activitigs In Wace tie Onoanization Is Patsentiy ENcacep 


18, Exrtacy mv Dwrai. Eacn Funp-Raisino Activrry ano Eacn Business Enrearaisg Excacap in, Accomranrep sy Corizs of ALL AGaeements, w Any, Wits 
Oriren Partres roa tHe Conouct of THat Business 


° — - 
14. Wuat, & ANY, SPEcivic ACTIVITIES OF TIIR OrGaNIZATION Have Bean Discontinugo? (Ezplain fully, giving dates of commencement end termination and the 
reaeon for dvecontinuance.) 
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Tha. Is THE OncanizaTion Now, on | 15d. Ip So, Funnise « Devattep ExPtanation of Sucn Activities, anD Furnisn Cories of Lireraturs, iv Anr, Dis 


Has Ir Even Bers. ENGaceD 1x TRIBUTED BY THE ORGANIZATION 
CARRYING ON PROPAGANDA, OR | 


Ornerwise Eirner Apvocatino 
on Orrosinc PEnoinc on Pro- 
POSED LEGISLATION ? 


C Yes < C No Shee es pede bole aol it 


36a. Does tHe Oncanrzation Par- | 16b. Ip So, Furnisa a Detaitap EXrlanation ano Corims or Lirenatuae Distasuten 
TICIPATE IN OR INTERVENE IN 
(INCLUDING THE PUBLISHING OR 
DistaisuTino oF STaTEMENTS) 
Any PowrTicaAL CAMPAIGN ON 
Beuar or ANY CANDIDATE FoR 
Pusuc Ornce? 


C} Yes oO No 


17. For Weat Purroses, Orner Thaw in Payment por Services Rexperep on Surrims FuRNisnHen, Axe THE OncanizaTion’s FuNos Exrenoen’ Ir Contni- 
suTions, Greta, Erc.. Weas Maps to Oruen Orcanizations, Atracn List. 


Gx ARE ANY PAYMENTS MADE To MEMBERS on SHAREHOLDERS ror Senvices Rexvenen THE OncaNnization? | 18b. Iy So, ATTACH DETAILED EXPLANATION SHow- 


; ine AMOUNT So Palp awD TMS CHARACTER oF 
CJ Yes os No THE Services RENDERED 


19."Does Any Paet or tHe Net INccMe oF THE OncANiIzaTION INURE To THE BENerit of ANY Patvate SHAREHOLDER on INDIVIDUAL? 
(] ve [[] No 


20a. Iy THE Oncaniza- | 20d. For tue Last Compuete Year or Orenation, | 
TION Is « Hospirat, | State Nuseer of Parent Days of Treat. | 
State Werner it | MENT OF | 
Accerts r Heer | | 

| 


(2) Part Pay Patmyts | (8) Canty Patients 
(admitted ae such) 


(1) Futt Pay Patients | 
} 


“in Neep or Hosri- 
tal Cams Wo 
Cannot Pay for 
Sucn Sravices | | 

| 

! 


[} Yes [J Ne | 


21 In THe EVent oF THe DissoLuTion oF THE OnoaNnizaTiION, WHat Disrosition Wourn Be Mane or Its Prorerty? 


22. Arrer Juty 1, 1950, Dip rat CREATOR oF Your Oncawization, on A CONTRIBUTOR To Your Oncanization, on a BROTHER om SISTER (Woz oe 
Har Biooo), SPOUSE, ANCESTOR, ok LINEAL DESCENDANT oF Sucu Cafator on Conrarautor, on A CORPORATION Owwep (50 Percent on Mon 
or Votine Stock on 50 Percent on More or Vatus or Ait Stock) Direcriy on INomectiy sy Sucn Cagaton on Contaisuton—lf anewer to any of the 
following is “Yes,” attach detailed statement. 


Yes | No Yes No ' Yeu No 
- ane | 
j j 
A. Borrow any part of your income | C. Have any part of your services j E. Sell any securities or other prop- 
or corpus? } made available to him’? j erty to you? 
" hs mab | oon i 
| | F. Have any part of your income or 
B. Receive any compensation for D. Purchase any securities or other 
personal services from you? property from you? corpus diverted to him by any 


| } transaction? 
s nN 
a8. Spepeen ge, Tay Aperscan porated, a copy of your constitution, articles of association, declaration of 


A. A classified statement of receipts and expenditures during the last complete trust, or other document setting forth your aims and purposes (conforme 
year of operation | copies should be furnished) 
D. A co f your bylaws or other simil » dat 
B. A complete statement of assets and liabilities as of the end of the last com- | prsemestart cre e = similar code of regulations 
plete year of operation E. A copy of each lense, if any, in which you are the lessee or lessor of prop 
7 | erty (real, personal, gas, oil, or mineral) or in which you own an interest 
C. If incorporated, a copy of your articles of incorporation, or if not incor- | under such lease, together with copies of all agreements with other parties 


for devalopment of the property 


24. If exemption is claimed as an exclusively educational organization and a regular curriculum and faculty are not normally maintained and a regularly organized 
body of pupils or students is not normally in attendance at the place where the educational activities are regularly carried on, there should be attached spec 
_men copies of any books, pamphiets, leaflets, or other printed matter issued or distributed during the latest complete year of operations. 


SIGNATURE AND VERIFICATION 
I, the undersigned, president, vice president, treasurer, assistant treasurer, chief accounting officer (or other duly authorized 
officer) of the organization for which this application is made, declare under the penalties of perjury that this application (includ- 


ing any accompanying statements) has been examined by me and is, to the best of my knowledge and belief, a true, correct, and 
complete application, made in good faith pursuant to the Internal Revenue Code and the regulations thereunder. 


(Date) (Signature of officer) ~ (Title) 


IMPORTANT 


A mere claim or contention by an organization that it is exempt from income tax under section 501 (a) of the Internal 
Revenue Code of 1954 and the corresponding provisions of prior revenue acts will not relieve the organization from filing income 
tax returns and paying the tax. Unless the Commissioner has determined that an organization is exempt, it must prepare and 
file a complete income tax return for each taxable pone of its existence. Accordingly, every organization that claims to be exempt 
should furnish the information and data specified herein, together with any other facts deemed material to the question, with the 
least possible delay, in order that the Commissioner can determine whether or not it is exempt. As soon as practicable after the 


information and data are received, the organization will be advised of the Commissioner’s determination, and, the annua! returns 
which will be required. 


FORM 1023 (kev. «25 
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U. S. TREASURY DEPARTMENT—INTERNAL REVENL 


ro 1026 | EXEMPTION APPLICATION 


(To 





SERVICE To be filed with the 


ct Director for 








made only by a principal officer of the organization claiming exemption) 








For use of org 





ions applying for exemption under section 501 (a) of the Internal Revenue Code of 1954 as described 


1s (Check below the subsection under which exemption is claimed) : 





in the following subsecti 





Section 501 (c) (2). Corporations Holding Title to Property for Exempt Organizations. 

Section 501 (c) (9). Voluntary Employees’ Beneficiary Associations. 

Section 501 (c) (12). Local Benevolent Life Insurance Associations and Mutual Irrigations, etc., Companies. 
i Section 501 (ce) (13). Cemetery Companies and Corporations Chartered Solely for Burial Purposes 
{_] Section 501 (c) (15). Mutual Insurance Companies Other Than Life or Marine. 
If t space provided for the insertion of information or data under any of the above questions is inadequate for the 
purposes, additional sheets may be used which should be properly identified and securely attached hereto. 














ation 2. Date of application 
Address (Number, etreet, post-office boz, ete.) . 
4a. Is the organization incorporated ? 4b. If so, under the laws of what State? 4c. Date of incorporation 
Yrs No 
4d. If not incorporated, state manner of organization 4e. If not incorporated, date of organization 
a. Is the organixation the outgrowth 5b. If so, state name of such predecessor and the period during which it was in existence 
or r uation of any form of 
pr eeor 7 
- ra 
Yes { 
6c. Has the ation filed Federal income tax returns 6b. If so, state return form number 6e. Year or years filed 
Yes No ' 
« briefly the specific purposes for which the organization was formed Deo not quote from, or make reference to, the articles of incorporation or bylawa 
for thia purpose) 
fie. Is capital stock issued and out- &b. If so, state (A) the class or classes-of such steck, the number and par value of the res, (C) the consider 





stand ng tion for which issued, and (D) whether or not any 


dends or interest has been or may be paid on any class of 
such stock 


poe 


LJ No 





If the organization is purely a membership one, state the qualifications for membership 


©. State ail sources from which income is derived 


11 Specify the purposes for which funds sre expended 


12. Buste al) the activities in which the organization has engaged during its last two years of active operation. (Explain in detail) 


10 —16138-7 
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i3e. If exemption jaimed as an organization described in section 501 (¢) (2), state the complete name and address of | 13b. Number of shares of capital 
the orgar t.ons for which title to property is held stock held by such organi 
tations 


r any shares of stock have ever been held | 13d. If so, state years during which | ISe. Total number of shares of each class of stock held by such 





by raons other than above organizations ao held | persons 
Yes O No 
12f. State whether annual (less expenses) income is turned over to organization for which 13g. If not, state purpose for which the income (less expenses) 
title to property is held j is held 
J Yes LJ No | 
4a. If exem) tion is claimed as an organization described in section 501 (e) (9), state the 146. Amount of income or re- | ic. Amount of income or re- 
specific benefits to which members are entitled or attach hereto a schedule of such ceipts from members and eeipts from sources other 
henefits employers of members than members and em- 
during each year for ployers of members dur- 
which exemption is ing each year for which 
claimed exemption is claimed 
| 
lid, State whether ench employee by or for whom contributions are made is entitied to ide. If not, which employees do not receive such benefits and 
receive fife, sick, accident, or similar benefits, proportionate to the contributions by ive reasons therefor 


and/or for him 


LJ Yes 





15a. If exemption is cinimed as a local benevolent insurance association of the type described in section 501 (c) (12), attach copies of all membership 
certificates or forms of policies issued and state the counties in which members are accepted 





16b ate whether stipulated premiums are charged in advance or whether losses are paid | tse. If at pulated premiums are paid, are policyholders subject 
solely through assessments to additional assessments to mect losses and expenses” 
Yes J No 





xemy r aimed as a mutual ditch or irrigation company, a mutual or cooperative 166. Amount ft acome re lée. Amount o income re 
hone company, or like organization of the type described in section 501 (¢) (12). ceived from members or ceived from other sources 
te the years for which exemption is ctnimed sharehoklers during each during each ye 
yea 












17a nm is on described im section 501 (c) (13), state | 176. If so, state name of such organization and extent of such 
tr ganization i eont + 
ro ~ 
LJ) Yes C } No 
Ive. State whether the organization has a perpe care f ! If so, attach statement giving nature of such 
fund (cash. urities, unsold land, ), 
manner in which and by whom the fund 





sdministered, and specific purposes for 
which it is used. 


1 we 





is claimed as an organization described im section 501 (c) (15), state 18d. Classes of insur « written (attach specimen copy of 
eyholders are voting members each type policy issmed) 
} 
has 
— Yes LJ WNo | 





Attach to this application - 
declaration of tr 
(a) A chossifield statement of receipts and expenditures during the last Purposes (conformed 
compiete year of operation. 





cument setting forth your aims and 
sid be furnished) 















A copy of your bylaws or other similar code of regulations 
(bb Ac ete statement of assets and liabilities as of the end of the 
Se ate ge tall eo ae (e) A copy of each lease, if any, in which you are the leasce or lessor of 
F ? property (real gas, oil, or mineral), or in which you own 
¢) If incorporated, a copy of your articles of ince such lease, together with copies of all agreements 
If not incorporated, a copy of your cx t ticles of association wi parties f des pment of the proper 











SIGNATURE AND VERIFICATION 


I, the undersigned, president, vice president, treasurer, assistant treasurer, chief accounting officer (or other duly authorized 
officer) of the organization for which this application is made, declare under the penalties of perjury that this application 
(including any accompanying statements) has been examined by me and is, to the best of my knowledge and belief, a true, 
correct, and complete application made in good faith pursuant to the Internal Revenue Code and the regulations thereunder. 








( Date (Signature of officer) (Tithe) 








IMPORTANT 

A mere claim or contention by an organization that it is exempt from income tax under section 501 (a) of the Internal 
Revenue Code of 1954 will not relieve the organization from filing income tax returns and paying the tax. Unless the Commis 
sioner has determined that an organization is exempt, it must prepare and file a complete income tax return for each taxable 
year of its existerce. Accordingly, every organization that claims to be exempt should furnish the information and data specified 
herein, toge rith any other facts deemed material to the question, with the least possible delay, in order that the Commis- 
sione: r ne whether or 1 Ss exem As soon as practicable after the inform n and data are received, the 
anization ° be advised of the Co ssioner’s det n will required 


FORM 1026 (Rev. Jan. 1958) 











rmination and the nual retur 
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DEPARTMENT OF LABOR, 
OFFICE OF THE SECRETARY, 
Washington, May 29, 1957. 
Hon. JoHn F. KENNEDY, 
Chairman of the Special Subcommittee on Welfare and Pension Fund 
Legislation, Senate Committee on Labor and Public Welfare, United 
States Senate, Washington, D.C. 


Dear SENATOR KENNEDY: I believe that the members of the Special Subcom- 
mittee on Welfare and Pension Fund Legislation will be interested in knowing 
in greater detail than specified in S. 1145—or than can be specified in the language 
of a billi—the information the Department of Labor considers important to re- 
quire of the administrators of welfare and pension plans for the purpose of 
public disclosure. 

Accordingly, I am sending to you with this letter sets of copies of six tentative 
forms which have been developed within the Department of Labor to implement 
this proposed legislation. Attached to each set of forms is a single-page state- 
ment describing their organization and content. The six forms have been 
devised to facilitate registration and reporting for various types of plans. 

The questions have been designed to obtain pertinent information of interest 
to beneficiaries and the public concerning the financial operations of these plans. 
Disclosure of this information will effectuate the purposes of the legislation, 
and does not go beyond what those responsible for the operation of the plans can 
provide and ought to be expected to provide for the information of the bene- 
ficiaries and the public. 

These forms are necessarily provisional and subject to change. If the sub- 
committee desires, I would be happy to have members of my staff explore with 
staff of the subcommittee further refinement and improvement of the proposed 
registration and reporting requirements. 

Sincerely yours, 


JaMESs P. MiToHELL, Secretary of Labor. 


Drart DIscLosuRE Forms DesicNep To IMPLEMENT S. 1145, WELFARE AND BENE- 
FIT PLANS REGISTRATION ACT oF 1957 


EXPLANATORY NOTE 


The attached drafts of disclosure forms indicate the kind of information con- 
cerning the financial details of pension, health, and welfare plans that the De- 
partment considers should be disclosed for the benefit of beneficiaries under the 
plans and the public. The content of these forms is necessarily tentative. 

Each set of forms contains six schedules. There is a separate registration 
statement for pension as distinguished from health and welfare plans. The dif- 
ferences in coverage, finances, and administration between these plans make 
such a division desirable. 

The annual report forms are likewise divided between pension and health and 
welfare plans. In addition, they are subdivided into a short form and a long 
form. The short form is designed to cover single-employer, noncontributory, 
insured plans where the premium is paid directly by the employer to the insur- 
ance carrier. This short form is designed to cover at least two-thirds of the 
plans required to file annual reports under the legislative proposal offered by 
the administration. 

The long form is designed for all other plans. Some questions are applicable 
only to certain types of plans, but in general the following information is ob- 
tained: Identifying information, coverage, financing, administration, details on 
insurance policies, an income and expense statement, and a balance sheet. 


7 
iW 
j 
| 
u 
if 
iy 
: 
} 
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Tentative Draft 
May 1957 
REGISTRATION STATEMENT 


PENSION PLAN 


1. Name and address of organization (fund, company, union, or association, 
ete.) covered by this statement. 


ee nn ee 


2. Title or name of plan, if any. [If the plan is restricted to a special group 
of employees, e. g., production and maintenance workers, sales personnel, 
salaried workers, and such restriction does not appear in the title or name of 
the plan, indicate also the classification(s) of employees covered by the plan.] 


(Number) 
(b) If one employer, enter employer’s name and address. 


5. List Beata). Territory, or Possession where members actually partici- 
pating (covered) in the plan are employed (omit retired or former employees) : 






















ee ee eee’ 


6. Indicate the legal basis for filing this registration statement: 
(1) An exemption from taxation has been claimed under the Internal 
Revenue Code by reason of the nature or activities of such plan___--_-~- 
(2) A claim has been made that money involved in such plan constitutes 
an allowable deduction in computing taxable income under the Internal 
I at en anneimmsain ze 
(3) Contributions have been received from any person who claims all 
or any part of such contributions as an allowable deduction under the 
Internal Revenue Code in computing taxable income____-_-__--_--_---- 
7. Indicate the number of active employees (plan members) actually par- 
ticipating (covered) in the plan during the last week or month prior to the 
Sn nn eee ee eee ee ewe nen 
8. Material to be included with this report. Attach copies of all documents 
describing the plan, including copies of trust agreements, indentures, a copy of 
the plan or booklets, insurance certificates, if applicable, etc. 






REGISTRATION STATEMENT 
HEALTH AND WELFARE PLAN 


1. Name and address of organization (fund, company, union, or association, 
etc.) covered by this statement. 







2. Title or name of plan, if any. [If the plan is restricted to a special group 
of employees, e, g. production and maintenance workers, sales personnel, salaried 
workers, and such restriction does not appear in the title or name of the plan, 
indicate also the classificatiun(s) of employees covered by the plan.] 










(Number) 
b. If one employer, enter employer’s name and address: 






4. What is the prince ipal business or product of ‘the emplo3 : ver(s) whose en- 
ployees are participating in the plan?__ 
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5. List (State(s), Territory or possession where members actually participat- 
ing (covered) in the plan are employed (omit retired or former employees) : 


6. Indicate the legal basis for filing this registration statement: 
(1) An exemption from taxation has been claimed under the Internal 
Revenue Code by reason of the nature or activities of such plan 
(2) A claim has been made that money involved in such plan constitutes 
an allowable deduction in computing taxable income under the Internal 
Revenue Code 
(3) Contributions have been received from any person who claims all 
or any part of such contributions as an allowable deduction under the 
Internal Revenue Code in computing taxable income 
7. Indicate the number of employees (plan members) actually participating 
(covered) in the plan during the last week or month prior to the submission 
of this statement. 


Type of coverage | Number of employees participating (covered) 


(a) Life insurance. aiibieninicdwanieshidess 
(b) Accidental death or dismemberment___._. 
(c) Weekly sickness and accident payments___. 
(d) Hospitalization 

(e) Surgical__- 

(f) Medieal............ 

(g) Other (specify) .._-- 


8. Material to be included with this report. Attach copies of all documents 
describing the plan, including copies of trust agreements, indentures, a copy of 
the plan or booklets, insurance certificates, if applicable, ete. 


Short form Tentative draft, May 1957 
ANNUAL REPORT ON PENSION PLAN 


(This form is to be submitted only for single-employer plans under which all 
benefits are provided on a noncontributory basis during the entire period 
covered by this report through the direct purchase of insurance coverage from 
an insurance carrier and where the employer pays the insurance premium 
directly to the insurance carrier ) 


A. Identifying information 
1. Name and address of the employer covered by this report: 


2. Title or name, if any, of pension plan. (If the plan is restricted to a 
special group of employees, e. g., production and maintenance workers, sules per- 
sonnel, salaried workers, and such restriction does not appear in the title or 
name of the plan, also indicate the classification(s) of employees covered by the 


3. This report covers the operations of this plan for the fiscal year beginning 
and ending 

4. What is the principal business or product of the employer(s) whose em- 

ployees are participating. in the plan? ..s-.4-iusc cen ell eck te 


B. Coverage 


5 (a) Indicate the number of active employees (plan members) actuall.. par- 
ticipating (covered) in the plan during the last week or month covered by 
this report a er er 

(vb) How many persons are currently receiving pension benefits under the plan 
(omit: Geath ements) 2... nencones 
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C. Administration 


6. Indicate by checks in the appropriate boxes below which of the following 
administrative functions are performed by the employer, union, board or com- 
mittee, REESE) or insurance carrier : 


Em- Board Trus- Insur- Other 
Item ployer Union | orcom- | tee(s)* ance (specify) 
mittee* carrier 





(a) Maintains plan’s books of account-_-_|_....-..- ical te east sion 
(6) Maintains records of plan’s partici- | 
yants.. 3 aii S ceeebeinnll ae - oie in 
(c) Establishes eligibility ‘requirements 
for the receipt of benefits... Les 63 | 
(d) myasemet claims for benefits under the 
So win Sigh ashe ; 1 ikicthc as : 
(e) Processes appeals regarding individual | | 
benefits or other decisions. be te ; ae Sie, | | 
(f) Authorizes payment of benefits_ -- | 2 | : | 
(g) Makes payment to beneficiaries... ____|_- | | 
(h) Authorizes incurrence of expenses for |. } 
operation of the plan_- | 
(i) Makes payment of expenses incurred | 
by the plan_- 
(j) Se lects the insurance carrier(s) - _ - eileen puconsae 
(k) Determines eligibility of individual | | 
claimants for the receipt of benefits __|_........_|_-.--- iliseiw. ie tien es 








*For each check in these columns, please identify on a separate sheet the name(s), position(s), and ad- 
dress(es) of the board, committee, or trustee(s), and indicate their method of selection. 


7. Indicate the type of insurance contract which is utilized to provide benefits 
under the plan: 


(1) A group deferred-annuity contract..-..-.-.----.---.-.---.-..--. oO 
(2) A group deposit-administration contract_._..--_-_----------..-- C) 
(3) A group permanent life-insurance contract____--________-----_.- LJ 
(4) a Gee veceer-poucy peaeson trus....... J 
i as ees casa ca en eereunetoneanmnbt a acmaddAhisein 


8. Indicate the disposition of insurance dividends, interest payments, or retro- 
active rate refunds, if any. Give amount of such dividends or refunds and to 
whom paid, indicating when paid and for what period. 


9. (a) Has there been a change in the underwriter(s) or method(s) of under- 
writing plan benefits during the period covered by this report or from the previous 
calendar or fiscal year (a change from one insurance carrier to another, or from 
(b) if-“Zes,” ‘indicate the benefit(s) involved and identify the different car- 
riers or methods of underwriting the benefit(s) by dates of coverage. 


10. Itemize all expenses other than insurance premiums which have been 


charged against the funds available for the plan during the period covered by 
this report. 


11. Complete the attached insured-pension data form for the period covered 
by this report. 

12. Material to be included with this report. Attach copies of trust agree- 
ments, indentures, a copy of the plan or booklets, insurance certificates, if appli- 
cable, etc., unless there have been no changes in the documents which you were 
required to submit when you registered this plan. 

13. Signature on report. Give name, address, and position of person making 
this report and indicate his relationship to the plan. Preface signature and 
date of signing with the following statement : 
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“I (we) solemnly swear (affirm) that the information contained in this report 


and in any attachment(s) is true and correct to the best of my knowledge and 
belief.” 


PABRRTETG ; anid wusegs cane ennne hee 

ice arnt eetkinbaasiennongendilla 

IS visas ssisicsingveicon-dancntclprssddescieabamnaneambembearinieins 

IO neveiietiin cscs nda 

Subscribed and duly sworn to before me according to law by the above-named 
NE IY fects CEO cre wie tecentncen 19___, at city (or town of) 
Sa antici gn telieneatea-sieienttonpene county of ...-........--_.__-.. and State (or Territory) 


[OrricraL SEAL] 


(Official title) 
Insured pension data form 


(See question 11. It is suggested that this form be completed by each insurance 
carrier ) 


List necessary information pertaining to each insurance contract under the 
following specified headings: 


Name of Dividends or} Agent and | Fees and Other | Total accumu- 
insurance Billed Benefits retroactive | brokerage | other al- | acquisition | lated reserves 
carrier premium paid rate refunds omni lowances 2 costs to date 
sions 
() (2) (3) (4) (5) (6) (7) (8) 


1 Include amounts paid to general agents as well as brokers. On a separate sheet, list name(s) and ad- 
dress(es) of all persons receiving agency or brokerage commissions and specify the relationship, if any, of 
the person receiving such agency or brokerage commissions to any trustee(s), employer(s), union(s), or any 
of its or their officials, employees or agents, or any person, relative, firm, or corporation of which said officials, 
employees or agents are in any way connected. 

3 Fees and other allowances include only administration fees, service fees, and payments (other than 
commissions) for services, expenses or other reasons for which a specific and separate charge is made against 
the particular policy and which are paid to a policyholder, agent, broker or other individual or firm. Ona 
separate sheet, list name(s) and address(es) of all persons receiving such fees and other allowances, indicate 
the amount paid to them, the reason(s) therefor, and specify the relationship, if any, to any trustee(s), 
employer(s), union(s), or any of its or their officials, employees or agents, or any person, relative, firm, or 
corporation of which said officials, employees, or agents are in any way connected. 


Short form Tentative draft May 1957 


ANNUAL REPORT ON HEALTH AND WELFARE PLAN 


(This form is to be submitted only for single-employer plans under which all 
benefits including those for dependents are provided on a noncontributory 
basis during the entire period covered by this report through the direct 
purchase of insurance coverage from an insurance carrier and where the 
employer pays the insurance premium directly to the insurance carrier) 


A. Identifying information 
1. Name and address of the employer covered by this report: 


a a eee 


2. Title or name, if any, of health and welfare plan. (If the plan is re- 
stricted to a special group of employees, e. g., production and maintenance 
workers, sales personnel, salaried workers, and such restriction does not 
appear in the title or name of the plan, also indicate the classification(s) of 
employees covered by the plan.) 


a re ee ee a ee ee a ee eee ee 





93947—57——34 
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3. This report covers the operations of this plan for the fiscal. year be- 
ginning and ending 

4. What is the principal business or product of the employer(s) whose em- 
ployees are participating in the plan? 


B. Coverage 
». Health and welfare plan coverages. Specify: 


Number of active employees actually parti- 
Type of benefit cipating (covered) in the plan during the 
last week or month of the period covered 

by this report 


(1) 


(a) Life insurance ts 
(b) Accidental death cr dismemberment... a 
(c) Weekly sickness and accident ; payments. 

(d) Hospitalization_-_--- 

ON SS eee 

(f) Medical__- a 

(g) Other (specify) --- 


C. Administration 


Indicate by inserting letters in the appropriate boxes below which of the 
following administrative functions are performed by the employer, union, board 
or committee, trustee (s), or insurance carrier : 

{Alphabetical letters refer to benefits provided: e. g., (A) life insurance; 
(B) accidental death or dismemberment; (C) sickness and accident pay- 
ments; (D) hospitalization; (E) surgical: (F) medical; (G) other] 


| 


ee Board Trus- | Insur- Other 
Item | ployer | Union | orcom- | tee(s)* | ance (specify) 


mittee* | carrier 








! 
(a) Maintains plan’s books of account. ---|-..-- ould eo 2. 
(b) Maintains records of plan’s partici- | 
pants... , | 
Establishes " eligibility requirements 
for the receipt of benefits 
Processes claims for benefits under the 
plan... 
Processes appe: als regarding individual 
benefits or other decisions. 
Authorizes payment of benefits......- 
Makes payment to beneficiaries -_. 
Authorizes incurrence of expenses for 
operation of the plan 
Makes payment of expenses incurred 
by the plan_____-- 
(j) Selects the insurance carrier(s)- - 
(k) Determines eligibility of indiv idual 
claimants for the receipt of benefits -- 





*For each letter in these columns, please identify on a separate sheet the name(s), position(s), and ad 
dress(es) of the board, committee, or trustee(s), and indicate their method of selection. 


Indicate the disposition of insurance dividends, interest payments, or retro- 
active rate refunds, if any. Give amount of such dividends or refunds and to 
whom paid for each contract, indicating when paid and for what period 


8 (a). Has there been a change in the underw rite r(s) or method(s) of under- 

writing plan benefits during the period covered by this report or from the previous 

cale nds ir or fiscal | year (a change from one insurance carrier to another, or from 

Yes (] No (J 

(b) Tt « “Yes,” indie ate the benefit(s) involved and identify the different car- 
riers or methods of underwriting the benefit(s) by dates of coverage. 
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9. ltemize all expenses other than insurance premiums which have been 


charged against the funds available for the plan during the period covered by 
this report. 





10. Complete the attached insurance form for the period covered by this report. 
11. Material to be included with this report. Attach copies of trust agree- 
ments, indentures, a copy of the plan or booklets, insurance certificates, if appli- 
‘able, etc., unless there have been no changes in the documents which you were 
required to submit when you registered this plan. 


12. Signature on report. Give name, address, and position of person making 
this report and indicate his relationship to the plan. Preface signature and i 
date of signing with the following statement: 
. “IT (we) solemnly swear (affirm) that the information contained in this report 
. and in any attachment(s) is true and correct to the best of my knowledge and 
E belief.” 


4 


te EEE 


aa 
i UI SII oo sinscthctissinthsnstiis cescicrslinaibiiaslasnaiicpismdtaeamim tls i 
= INGO + aibcin SCOR SS eh eee i} 
= a oak cae tee i cetnpeleniwacimatenatindeiore ij 
* Peaeitie eis ee Ss. Ee ie a. i 
° Subseribed and duly sworn to before me according to law by the above-named i 
- CI EID MB iin nicchiiigtinminhncicapeinbeeed ocinas Gay OF Juul. sik do el a. \ 
10... ==; at-elty. (or town) 06 :cccccrecsacweenewones TE i oicsiscn ccziciseiris tava { 
‘ 5 sin Sensis oa een es and) State (0oe-Terrieons ) Oban nods wccce ken decane 
: RGEC AT, “prcenay PT OTA Te TOOT I ae ek eh haces j 
(Signature of officer) 
. (Official title) 


~ ervatlamcmecsceans 


Insurance form 


(See question 10. It is suggested that this form be completed by each insurance 
) carrier ) 


List necessary information pertaining to each insurance contract under the 
following specified headings: 








apes macaw 









































' a | — — = 
=o Name of in- Type of | Gross | Premium) Billed or In- Total | Dividends 
surance car- | benefit(s) pre- rate re- | paid pre-} Paid | curred | Other | claims or retro- 
ve rier under- mium | duction mium | claims | claims jcharges |andother | active rate 
written charges refunds 
“ (1) (2) (3) ® | © @ | @ | 8) | © (10) | 
a a oo —} | —— —- ; 
ss | | i 
— an, ree er me A to CAG age PR hE 
Ris er se wei + Sar Senne Z FRAY Sere koe teenie 4 
- ait ae es licees Hs F 
epi Insurance com- i 
Agent and bro- | Fees and other | Other acqui- pany adminis- 
ee Retention kerage com- allowances ? sition costs Taxes | trative and Reserves 
missions ! | claims ex- 
ae pense : 
ad 4 
(11) (12) (13) (14) (15) (16) (17 Ht 
| | { 
a | SS ——_— — a | k 
i 
0- een fete ne os: mnie GED LS! TaN 8) i 
to Bs Skea saat seats Sat irewscewseue i 
aa t 2 . sn SD) (SA AN 5 Sat SEES SR br I BET. if 
-— 1 Include amounts paid to general agents as well as brokers. On a separate sheet, list name(s) and | 
aie address(es) of all such persons receiving agency or brokerage commissions and specify the relationship, if any, } 
. of the person receiving such agency or brokerage commissions to any trustee(s), employer(s), union(s), or ; 


any of its or their officials, employees or agents, or any person, relative, firm, or corporation of which said 
= officials, employees or agents are in any way connected. 


us 2 Fees and other allowances include only administration fees, service fees, and payments (other than com- | 
ym missions) for services, expenses or other reasons for w hich a specific and separate charge is made against a 
the particular policy and which are paid to a policyholder, agent, broker or other individual or firm. Ona a 
oO separate sheet, list name(s) and address(es) of all persons receiving such fees and other allowances, indicate 1 
ir- the amount paid to them, the reason(s) therefor, and specify the relationship, if any, to any trustee(s), 
employer(s), union(s), or any of its or their officials, employees or agents, or any person, relative, firm, or 
, corporation of which said officials, employees or agents are in any way connected. ( 
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Long Form Tentative Draft May 1957 
ANNUAL REPORT ON PENSION PLANS 


A. Identifying information 


1. Name and address of organization (fund, company, union, association, 
ete.) covered by this report. 


2. Title or name, if any, of pension plan. (If the plan is restricted to a special 
group of employees, e. g., production and maintenance workers, sales personnel, 
salaried workers, and such restriction does not appear in the title or name of 
the plan, also indicate the classification(s) of employees covered by the plan.) 
















3. This report covers the operations of this plan for the fiscal year begin- 
cee acer ene hiaeeiemietigdienabees arene ee TIE inion riaaeaiisentnhemepenumenaiinnnes 
4a. This plan covers employees of._._...........--~.........-- employers. 
( Number) 
b. If one employer, enter employer’s name and address. If two or more 
employers, attach a list giving the name and address of each of the employers. 
Identify this list with “Item 4b.” 





6. List State(s), Territory, or Possession where members actually participat- 
ing (covered) in the plan are employed (omit retired or former employees) ~_-- 










B. Coverage 


7 (a) Please indicate the number of active employees (plan members) actually 
participating (covered) in the plan during the last week or month of the period 
er ey te pe ss el ea — 

(b) How many persons are currently receiving pension benefits under the 
plan (omit death benefits) ? 





C. Financing 


&. What is the basis for empleyer cash contributions to the plan? 
I i oes iol bilo meeen erence L 
(b) Specified percent of payroll () 
(c) Specified amount per employee per time period ities ec 
ee per employee for unit of time___._________- 5 
(@) No established rate of contribution CJ 
(e) Other J) explained 


















9. What is the basis for cash contributions from plan members to the pen? 

(e)..2i0 Goeneeen irom peae Teaembers. 

(6) Amount varies according to earnings, years of service, etc 
If checked, attach schedule of contributions. 

(oe) peciied amount per time period... ee C) 

State amount —___-- per member for unit OR eT RS 


00 





10. What is the basis for union contributions, if any, as distinct from plan 
member contributions, to the plan? Indicate method and amount 














11. Does the plan involve a jointly or union administered fund to which the 
employer(s) is obligated to make specified cash contributions? Yes () No (1 
i ds aaa ccrindaltlvendinaslaistnicnnthas dbiiaricnodions 







(1) Is an audit periodically made of the employers’ records to determine the 
CORDROEINORS GE TER COMMTIIUIIOI inn oe eit ene eee Yes) No 


(2) Does each employer(s) receive written notice that his contributions have 
been received by the fund and credited to his account?_________~_ Yes(0 NoOD 





GF Red OP St 


Sb 8 Fd rh oI 


' 


LI@ i 


LI6GLJI® i 
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(3) If (1) and (2) above are checked “No,” what procedure is followed to 
make certain each employer’s contributions are collected and credited to his 
account by the fund? 


rrr rrr ree 


er eK TTT ee eres a a a ere 


12. Does the employer(s) contribute to “the cost of the plan? Yes [] No 
If “Yes,” are collectors used to collect the payments? Yes) No 
If “Yes,” answer the following questions: 


(a) Are the collectors bonded? ...--..-...-.--...--------..- YesC]) NoO 

(b) Do the collectors give receipts to the employer (s) for “an paymenta? 
es oO 

(c) Are periodic audits made of the collector’s accounts? ____-- Yes No 


(d) If collectors receive payment for these services and such is not reported 
under line 12 of the annual income and expense statement, please describe basis 


of payment and give name(s), address(es), and relationship to the plan of each 
COUN aii dibs ib cide edie sama Peneeedaieedisit-ihinseene-atd~-rer>— 


ee ee ee a re wre rn a re ern ere eee 


13. If the assets of the plan include cash and/or securities : 

(a) Give name, addresa and, if a person, relationship to the plan, of the party 
in whose name(s) such assets are held (names of trustees may be listed instead 
oftheir nominees) ....--2«2---2--seees am-edanrwdan Bear ab kelete~tleeae. 


ee a ww ee a a a a a a a a a a a a a a ee 


me ee ee me er a a a rr ee re oe 


location 


Se ee ee 


we we ee ee re a a re a a a a a eee 


a ee — ee re ee ee ee ee ee et a a ee a ee eee 


D. Administration 


14. Indicate by checks in the appropriate boxes below which of the following 
administrative functions are performed by the employer, union, board or com- 
mittee, trustee(s), or insurance carrier: 





Em- Board Trus- Tnsur- Other 
Ttem ployer Union | orcom- | tee(s)* ance (specify) 
mittee* | carrier 





(a) Maintains plan’s books of account. ...| ._ - bebe Das | inicrdharate taeda ieses 
(6) Maintains reeords of plan's partici- | 
pants. Wea lectg abe ccss5 Dat re ; Se Rigs 
(c) Establishes eligibility requirements 
be for the receipt of benefits - 
(d) Processes elaims for benefits under | 
the plan bs | | 
(e) Processes appeals regarding individ- | | 
ual benefits or other decisions -- aes 
({) Authorizes payment of benefits____-- ii Abiednecwpuhrcndes Sit? 04k 
% Makes payment to beneficiaries | Be wee ace tee hod soo as ans Pee eee Seanad 
(A) i incurrence of expenses for | 
ration of the plan____- : 
(i) Ma es payment of expenses incurred | 
by the plan_. ' 
(j) Selects the insurance carrier (s) _- Pe 
(k) Has financial responsibility for the 
7 covering self-insured bene- 
ts 
(2) Is authorized to make investments- | | 
(m) Determines eligibility of individual 
claimants for the receipt of benefits. | 








*For each check in these columns, please identify on a separate sheet the name(s), position(s), and 
address(es) of the board, committee, or trustee(s), and indicate their method of selection. 


15 (@) Has there been any purchase, sale, loan, agreement for the performance 
of services, or other financial transaction between a jointly or union-adminis- 
tered plan and: 

(1) A trustee(s) or any person, relative, firm, or corporation which said 
trustee(s) are in any way connected? (e. g., sale of property to the plan 
OF se, DIU nennticiteesvisetiieicbertenninminaiammeniammrnpemartees ments Yes) No 1 

. (2) The employer(s), or any of its subsidiaries or affiliates, or any of its 
or their employees or agents, or any person, relative, firm, or corporation 
with which said employer, subsidiary, affiliates, employees, or agents are 
in any way connected? (e. g., the employer makes a charge to the plan for 


i ld tee! Yes No 0 





a 


ae 


I 
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(3) A union(s) or any of its or their officials, employees, or agents, or any 
person, relative, firm, or corporation with which said union(s), officials, : 
employees, or agents are in any way connected? (e. g., the plan pays rent 
to the union for office space or shares the salary expense of an em- 
OE LL LLL Yes) No) 

(4) Any of its officials, employees, or agents, or any person, relative, firm, 
or corporation of which said officials, employees, or agents are in any wa 
9000E? iciaiccweicieen acs SUOMRO wei es Yes 0 No 

(0) If the answer to-any part of (a) is “Yes,” give a brief description of the 
transaction and the relationship of the parties involved in the transaction. 
Identify each transaction with the section number of the form to which it 
CUO ote Se eee Be i et ee a See lale 
16. These questions need to be answered for any period when the plan was 
self-insured. 

(a) Are any of the following securities or property actually held as part of 
the assets of the plan? 

(1) Stocks or bonds or obligations of the employer(s), unions(s), their 
subsidiaries, or affiliates..i........._..........<_...___... YesC) NoO 

(2) Real property owned, occupied, or otherwise used in the business of 
the employer(s), union(s), their subsidiaries, or affiliates._._.Yes 1) No O 

(8) Accounts receivable of the employer(s), union(s), their subsidiaries, 


OP GMMR t0D ns wscscsc ccc cccccccconsseessesecses Yes) No 
(4) Other forms of assets or properties owned or controlled by the em- 
ployer(s), union(s), their subsidiaries, or affiliates.__._..___ Yes No 1 


(b) If the answer is “Yes” to any part of (a) list such securities or property, 
and state cost of each, and the value of each at cost or market, whichever is 
lower, as of the end of the period covered by this report. Identify each trans- 
action with the section number of the form to which it relates. 
17 (a) Have any assets of the plan been pledged, used as security or collateral, 
or otherwise alienated for any purpose whatsoever during any of the period 
INN SA i ceacieciee dnetintedobemiggs gontenbct oeogresgmee edinwimenseonione Yes) No 

(b) If “Yes,” list such assets and the values thereof, and give a brief descrip- 
tion of the transaction. 





(b) If the answer to (a) above is “Yes,” please indicate the type of insur- 
ance contract which is utilized to provide pension benefits : 


(1) A group deferred annuity contract__......__.___-______--_______ OD 
(2) A group deposit administration contract_._...._._-__-----____--_ a 
(8) A group permanent life insurance contract_____.-.__.---------_- C) 
(4) An tndividual policy pension trust...-..-- 2 Cc) 


a I ONIN Dancers dos tocetns carivineesins drenrmnendib SIRS dniabiieresis hieiinret cliknpanaienmiee 


19. If any plan benefits are underwritten by an insurance carrier, indicate 
the disposition of insurance dividends, interest payments or retroactive rate 
refunds. Give amount of such dividends or refunds and to whom paid, indicat- 
ing when paid and for what period. 









20. (a) Has there been a change in the underwriter(s) or method(s) of under- 
writing any of ‘the-plan. benefits during the period covered by this report or from 
the previous calendar or fiscal year (a change from one insurance carrier to 









(b) If “Yes,” indicate the benefit(s) involved and identify the different car- 
riers or methods of underwriting the benefit(s) by dates of coverage. 









21. Was the pension plan insured as distinct from self-insured for any of the 
a 2 cn cceeeemamnenmenmnemenpeeweenenanmeernrny Yes—=) No] 
If “Yes,” complete the attached insured pension data form for the period covered 
by this report. 
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22. Complete the attached income and expense statement for the period covered 
by this report. Read instructions for completing the form carefully 


23. Complete the attached balance sheet for the period covered ‘by this report 
Read instructions for completing the form carefully. 


24. Material to be included with this report. Attach copies of trust agree- 
ments, indentures, a copy of the plan or booklets, insurance certificates, if ap- 


plicable, etc., unless there have been no changes in the documents which you 
were required to submit when you registered this plan. 


25. Signature on report. Give name, address, and position of person making 


this report and indicate his relationship to the plan. Preface signature and date 
of signing with the following statement : 


“I (we) solemnly swear (affirm) that the information contained in this report 
and in any attachment(s) is true and correct to the best of my knowledge and 
belief.” 


2 


as a 


ei ne TS ETS 


(Official title) 
Insured pension data form 


Dieneienes 65 ae ein | 

OI NS Boi Eh ne eomindl i 

AMATO iii hh isi ASE no i 

POSHtiOD ...wedibssbe stil i 

Subscribed and duly sworn to before me according to law by the above-named 4 
person (8), t00 2-20 ce nee GRR ican cesses neldcaal tine a 
sae siete: (on town 66). one see CON 06 ae ean 1 
Gnd Binte- (Oe TOrTieelF)  OE aici ntininetintnnnmaitions i 
EOURICCAL GEALT *<-<"----- ------ >> eee errata dls i 
(Signature of officer) | 

i 


(See question 23. It is suggested that this form be completed by each insurance 
carrier ) 


List necessary information pertaining to each insurance contract under. the 
following specified headings : 


creep teeming staat 
Name of | Dividends or| Agent and | Fees and Other Total accumu- 
insurance Billed Benefits 


retroactive | brokerage | other al- | acquisition| lated reserves 
carrier premium paid rate refunds | commis- | lowances ? costs to date 


sions ! 
| oo _o | oo! (8) 


169) (2) (3) (4) (5) 








1 Include amounts paid to general agents as well as brokers. On a separate sheet, list name(s) and ad~ 
dress(es) of all persons receiving agency or brokerage commissions and specify the relationship, if any, of 
the person receiving such agency or brokerage commissions to any trustee(s), employer(s), union(s), or any 
of its or their officials, employees or agents, or any person, relative, firm, or corporation of which said officials, 
employees or agents are in any way connected. 

2 Fees and other allowances include only administration fees, service fees, and payments (other than'com- 
missions) for services, expenses or other reasons for which a specific and separate charge is made against 
the particular policy and which are paid to a policyholder, agent, broker or other individual or firm. Ona 
separate sheet, list name(s) and address(es) of all persons receiving such fees and other allowances, indicate 
the amount paid to them, the reason(s) therefor, and specify the relationship, if any, to any trustee(s), 


employer(s), union(s), or any of its or their officials, employees or agents, or ig person, relative, firm, or 
corporation of which said officials, employees or agents are in any way connect 


ow ieew'*y & 
































528 WELFARE AND PENSION PLANS LEGISLATION 


Annual income and expense statement pension plan 


(See instructions for specified items below ) 





INCOME 
Line 
Contributions : 
1. From employer (s)----.-------------- 
2. Drom enh oo hi en tit 
3. aan meee Osos On ih ad ee 
4, (00S dptltiaiauaitiiccmaa cei naeS Oh 
Investments : 
5. Dividend earned._..................- 
6. I I ne ecient ct rciereimindcom 
a Realized capital gains._._.__...__.------- aa 
8. Repteend sopelie ods... —_— 
2... Insurance: company. divideu@a:.> i. ............................ 
ce nr ni niente 
11. OE AEE OD CL ARORA ATR ARATE 





i annette tes cg tipsencnememnads 
Be, EE i Riecrctitenentocintniksin cp I Ladd hi debs Old DAG bbw owe ome a 










su sapeieemniisibancinnanbeceticdinacinie 
1D: se amenable ke 
en cere I EIR aes iieercilagnipntiomnenmene 
a ieeteileaiapanevonocskauuninnnees rs 
22. Maintenance end repeire...._....— 5.2 ke ————_——— --— - 
Payments for benefit programs for employees of the plan 
ed as ice eeinneealianiitases 
a d emscnlineben 
Taxes: 
25. Nt Seo ets —___——- 
26. cathe ete caahisaanentbenien ee 
Professional fees : 
27. EE TEE a a SR ee —-——_—__— 


Gt EES 0S ae 


Pension benefit payments (if insured, give amount of pre- 


IE ticks cS iar s, Ln nietlathintcaae ancientiieindeebieieiiirn ———————-—--__——- 
32. Investment fees and bank custodian or trustees’ charges_. ——————____—- 
ee cam Saselen tthe wll to alae Sao R ac igen —  - 
34. Losses on sale, maturity, or redemption of assets......__- 
35. Miscellaneous expenses___......-._..._-..--.-____...- a 
36. De ethituerienere ——_———_—_-_-—_—_- 
37. Excess of income over expenditures__..........__-~ + --- ---- 


Excess of expenditures over income 
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INSTRUCTIONS 
Lin 


e 
2. Contributions from members. Includes employees, members of labor 
' Organizations, ete. 


8. Contributions from union(s). Includes contributions by the union as an 
organization, etc. Do not include contributions by members which 
appear in line 2. 

4. Other. Specify. 

10. Miscellaneous income. Specify. 


2. Salaries. On a separate sheet, list name, position, and earnings of each 
full-time and part-time employee, including salaries paid to trustees, 
if any. 


13-26. List on a separate sheet the name of each individual or firm to which 1 per- 
cent of total expenses or $500 or more, whichever is the lesser, was 


paid, indicating the amount paid to each and the purpose therefor. 
19. Meeting expenses. 


Includes cost of renting facilities for meetings of the 
trustees, etc. 


27-30. Professional fees. List on a separate sheet name and amount paid under 
each item. 


31. Pension benefit payments. If self-insured, list amount of benefit pay- 
ments. If the plan is insured, specify amount paid as an expense. 
32. Investment fees and bank custodian or trustees’ charges. Specify to 


whom amounts were paid as expenses, giving name and address and the 
reason therefor. 


33. Trustee expense. On a separate sheet give name, address and business 
affiliate of each trurstee. Specify amounts paid as expenses to each 
trustee giving the reason therefor. If the trustee is paid for its services 
other than from the plan, specify the source and amounts so paid. 

34. Losses on sale, maturity or redemption of assets. On a separate sheet 
in detail showing original cost and sale price. 

35. Miscellaneous expenses. On a separate sheet, give details. 


37. Excess of income over expenditures, line 11, less line 36. 
Excess of expenditures over income, line 36, less line 11. 





| 
i 
i 
| 
i 


sip aoa 


ante ogee 
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Balance sheet—pension plan 


(See instructions for specified items below) (This balance sheet should be 
prepared on an accrual basis) 


ASSETS 
Line 
Cash : 
1 Ne comarteeee i i, SE aL 
2. am S6eRlar eetount oii ae lias ok 
3 In interest bearing savings account._-..... ........-... ~~... -_--.. 


Securities : 


Bonds 
4. United States Government ____________ 
5. Other bond or debt invest- 
Geechee ee OE? H 
Stocks: 
6. Preferred: stocks 22.2220 Joe 
a a ME Be ee ie 
Real estate: 
8. Original ‘est. Leclis Sis boi et oth he 
9. Reserve'for depreciation (fools sit et tee 
Uy ear ss SO ek i Se ee Se) Ie Oo ee wees 
Furniture and fixtures: 
11. INE ier ath ii os se a i tn ee 
12. Reserve for depreciation.__________-_____ _______ yeen Eine pcre memes 
13. Outstanding loans and notes receivable_______________ pos oe : 
4, ree is St sk 2 a ee gg er arr 


15. Aecrued income receivable 
De eee eee ee eee ee eee eee ee ee nwae 
a rR elec aa eweree | mae aye oo 


LIABILITIES 


Pension benefits payable (insurance premium 
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19. Administrative expense payable_....._...__-____ 
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21. Miscellaneous liabilities....uc..ttcmucnu... 


a cetgibinsmsasineiapanan 


RESERVES AND UNASSIGNED FUNDS 


. Reserve for benefits and/or premiums____.____ 

24. Unassigned funds or (deficit) ..._._-.__-----... So 
25. Total reserve(s) and unassigned funds__....-..-.-... 
Total liabilities, reserves and unassigned funds... 
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INSTRUCTIONS 


Cash on hand. Indicate the balance on hand at the end of every month 
during the period covered by this report. 

Cash. On a separate sheet, list name and address of all institutions where 
cash is deposited and indicate the balance on hand at the end of every 
month during the period covered by this report. 


Cash. In interest-bearing savings accounts. Include Federal savings and 
loan deposits. 


Securities. On a separate sheet show original cost.and market. value for 
each summary item. 


Real estate. Give details on a separate sheet, including current appraisal 
or market value. 


Mortgages. Describe fully on a separate sheet the policy followed in lend- 


ing on mortgages. Include such information as limitations on the amount 
loaned in relation to the value of the property mortgaged, the maximum 
duration on loans, the minimum interest required, etc. 


Outstanding loans and notes receivable. | Describe fully on a separate:sheet 
showing date of loan, borrower, and rate of interest. 

Prepaid expenses. Specify. 

Accrued: income receivable. This item refers to accrual of income, if in- 
come is being accrued. On a separate sheet give details. Specify con- 
tributions receivable, accrued investment: income, insurance .company 
dividend, refunds receivable, etc. Contributions should be aged to indi- 
cate the amount past due 1 month, 2 months, ete. 

Miscellaneous assets. Specify. 

Pension benefits payable. If the plan is insured, specify insurance pre- 
mium payable. List each carrier separately. 

Administrative expense(s) payable. Attach list showing details. 


Loans or notes payable. On a separate sheet give details showing date of 
loan, lender, and rate of interest. 


Miscellaneous liabilities. Specify. 
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Srate or CaLirorntA, ASSEMBLY Birt No. 1773 
(Passed the assembly June 12, 1957; passed the Senate June 11, 1957) 
CHAPTER —— 


An act to add Chapter 8 to Part 2, Division 2, of the Insurance Code, relating to 
employee health and welfare programs, and making an appropriation, 


The people of the State of California do enact as follows: 


Section 1. Chapter 8 is added to Part 2, Division 2 of the Insurance Code, 
to read: 


Craprer 8. EMPLOYEE HEALTH AND WELFARE PROGRAMS 


10640. It is hereby declared to be the policy of this State that employee health, 
welfare and pension programs are of great benefit to employees and their depend- 
ents and that the growth of such programs should be encouraged and fostered ; 
that the manner in which such programs are administered affects the well-being 
and security of many persons in this State; and that it is the purpose of this 
chapter to protect the rights and interests of he beneficiaries of such programs. 

10641. All healh and welfare programs created by, or on account of con- 
tracts between labor organizations and employers for the purpose of paying either 
from principal or income or both, for the benefit of employees, their families and 
dependents, for medical or hospital care, pensions on retirement or death of 
employees, compensation for injuries or illness resulting from occupational 
activity or insurance to provide any of the foregoing, or unemployment benefits 
or life insurance, disability and sickness insurance, or accident insurance, shall 
be subject to the supervision and investigation of the State Insurance Commis- 
sioner ; provided, when either funds or insurance policies or both are placed with 
a corporate trustee which is subject to the jurisdiction of the Superintendent 
of Banks, of the State of California, the Board of Governors of the Federal 
Reserve System or the Comptroller of the Currency of the United States of 
America, such corporate trustee and such funds and insurance policies or either 
so held in trust shall not be subject to the supervision of the State Insurance 
Commissioner. 

The funds of health and welfare programs shall be used and expended only 
for the purposes which are validly authorized by the instrument or instruments 
creating or governing the program. 

10642. Every health and welfare program covering persons employed in this 
State shall be registered with the commissioner. The commissioner shall, by rule 
or regulation provide for the form, content, time of registration, and the issuance 
of a certificate of convenience to operate for all health and welfare programs 
covering persons employed in this State. 

Such rules or regulations may except from the reporting and regulatory provi- 
sions of this chapter any health and welfare program which the commissioner 
finds: (a) is a type of program in which there is no potential detriment to the 
beneficiaries ; or (b) the number of persons employed in this State covered by the 
plan is less than 25; or (c) the trustees of the program, whose principal place of 
business is not in this State, are subject to and comply with the requirements of 
any law of any other state or of the United States with respect to registration, 
filing, examination, statements or reports; provided, that any exemption from the 
provisions of this chapter shall be granted only to the extent that such require- 
ments are substantially complied with by the trustees of such programs when 
complying with such other laws. 

10643. The commissioner may examine any employee health and welfare pro- 
gram as provided in Section 733 of this code as often as he deems necessary, but 
he shall do so at least once in every three years; provided, however, that where- 
ever an employee health and welfare program is audited by a certified public ac- 
countant or a public accountant, the commissioner may, in his discretion, dispense 
with his examination if he is satified with the report of such accountant. 

10644. Every employee health and welfare program examined under the pro- 
visions of this chapter shall open its books and papers for the inspection of the 
commissioner, and otherwise facilitate such examination. The commissioner may 
administer oaths and examine under oath any person relative to the business of 
the employee health and welfare program. If he finds the books to be carelessly 
or improperly kept or posted, he shall issue an order directing the program to 
correct its books and keep them in such condition as will be satisfactory to the 
commissioner. 
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10645. 
by him, which shall comprise only facts appearing upon the books, records, or 
other documents of such program or as ascertained from its trustees, officers or 
agents, or other persons examined concerning its affairs, and such conclusions 
and recommendations as may be reasonably warranted from such facts. 


The commissioner shall make a true report of every examination made 


10646. The commissioner shall tile for inspection by any bona fide beneficiary 
of a program and contributing employer or employee, the report of examination 
made pursuant to Section 10645 unless he determines that it is in the interests of 
the beneficiaries of the employee health and welfare program and the public to 
withhold such report from public inspection, in which case be may withhold the 
report from filing for public inspection until such time as he deems proper. 
Before filing any such report for public inspection the commissioner shall serve 
a copy of the report on the management of the health and welfare program 
examined and upon request shall afford such management a reasonable oppor- 
tunity to file with the commissioner additional information and objections with 
reference to any facts, conclusions or recommendations contained in such report. 

10647. Each health and welfare program shall file an annual report 
with the commissioner, who shall by rule and regulation provide for the time of 
tiling, the form, and content of such report. 

10648. In addition to any other statements or reports required by this article, 
the commissioner may also address to any employee health and welfare pro- 
gram, or its officers or agents, any inquiry in relation to its transactions or 
condition or any matter connected therewith. Every employee health and wel- 
fare program or person so addressed shall reply in writing to such inquiry 
promptly and truthfully, and such reply shall be verified, if required by the 
commissioner, by such individual, or by such officer or officers of the health 
and welfare program as the commissioner shall designate. 

10649. The management of every health and welfare program shall make 
an annual report to every employer contributing to the program who requests 
a report and to every employee covered by the program who requests the report, 
the report to be known as the annual report of the program. 

10650. No health and welfare program, employer contributing to such pro- 
gram, or labor organization representing any employees eligible for benefits 
under such program and no officer, agent or employee of any of the foregoing 
shall receive, directly or indirectly, any payment, commission, loan, service 
or other thing of value from any insurance company, insurance agent, insurance 
broker, or hospital, surgical or medical service plan in connection with the 
solicitation, sale, service or administration of a contract providing employee 
benefits under such program. 

No officer, agent, or employee of any health and welfare program and no 
employer contributing to any such program, and no labor organization repre- 
senting any employees eligible for benefits under any such program shall 
receive any payment, commission, loan, service, or other thing of value from 
such employee welfare program or which is charged against such program, 
either directly or indirectly, except that nothing herein shall prevent: 

1. Any person from receiving any employee benefits to which he is otherwise 
entitled. 

2. Any officer, agent or employee of any health and welfare program from 
receiving from such program reasonable compensation for necessary services 
rendered and expenses incurred by him in connection with his official duties. 

3. Any employer, whether or not he contributes to the health and welfare 
program, from being the recipient of a loan of funds of the program; provided, 
that such loan has previously been approved by the commissioner as being a bona 
fide business transaction. 

4. Any person from receiving from any employee health and welfare program 
reasonable compensation or payment for necessary goods and services supplied 
or rendered to the program. 

Nothing in this section shall affect the payment of any dividend or rate credit 
or other adjustment due under the terms of any insurance or annuity contract. 

The commissioner may, by regulation or order, and upon such terms and con- 
ditions as he may require, authorize or approve any transaction or transactions 
otherwise prohibited by Section 10650 upon his finding that the transaction or 
transactions promote or will promote the best interests of the particular health 


and welfare program, and do not or will not adversely affect the interest of 
the covered employees. 
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10651. Each wilful failure by the management of any health and welfare 
program to comply with any order of the commissioner issued pursuant. to this 
chapter shall render such manager, officer, or agent liable to the State of Cali- 
fornia in such amount as may be assessed by the commissioner up to five hun- 
dred dollars ($500) ; and an additional five hundred dollars ($500) for each full 
calendar month during which such failure to comply continues after the com- 
missioner has given notice of the noncompliance to the management. The 
commissioner may collect any amounts which become due to the State of Cali- 
fornia under this section by instituting an action in the name of the State in 
any court of competent jurisdiction. 

10652. The commissioner may maintain any action, suit or proceeding or 
may intervene in any action, suit or proceeding necessary to enfore this chapter, 
or may bring any action a beneficiary could bring to redress a breach of trust. 

10653. The Governor shall appoint an advisory council of seven persons to 
make recommendations to the Insurance Commissioner concerning his super- 
vision of health and welfare programs. Such persons shall serve without re- 
muneration and at the pleasure of the Governor. 

10654. Nothing in this act shall be construed to relieve the trustee of any 
employee health and welfare program from compliance with any other appli- 
cable laws of this State: 

10654.5. The Insurance Commissioner may adopt, pursuant to the provisions 
of the Administrative Procedure Act, such rules and regulations as may be 
necessary to carry out the provisions of this chapter, and the provisions of this 
chapter vesting specific rule-making powers in the commissioner shall not be 
construed as a limitation on the general power vested herein. 

10655. This enactment shall be known as the Rees-Doyle Health and Welfare 
Program Supervision Act. 

Sec. 2. There is hereby appropriated from the Insurance Fund in the State 
Treasury, not otherwise appropriated, the sum of three hundred twenty-six 
thousand dollars ($326,000) for the support of the Department of Insurance for 
1957-58, in augmentation of Item 214, Budget Act of 1957. 

sec. 3. The provisions of this chapter shall remain in effect until June 30 


— 


1960. 


STATE OF WASHINGTON, 
OFFICE OF INSURANCE COMMISSIONER, 
Olympia, May 28, 1957. 
Re employee welfare trust plan laws 
Mr. CHARLES A. Gooprum, 
Library of Congress, Washington, D. C. 


DeaR Mr. GoopruM: This will acknowledge the receipt of your telegram of 
May*20, in which you inquire about our activities in the administration of our 
State’s employee welfare fund law. 

Whereas it is not a simple matter to describe the results of nearly 2 years’ 
activity in this vast, new, and complex field in one letter, we want to cooperate 
with you to the fullest extent possible. We have prepared this review of 
our procedures with the hope that it will be of some value to your present study. 
We shall begin with specific examples of our work and shall conclude with gen- 
eral opinions and comments. 

As an aid to this review, we are enclosing and shall make further reference 
to the following items: 

(a) R.C. W. 48.52.010 et seq., Ex. Sess. Laws of 1955 (2). 

(b) Annual statements for trustees and/or administrators (2). 

(c) Annual statements for insurance carrier or health care contractors (2). 

(d@) An index from an examination report (1). 

Washington’s employee welfare trust fund law (R. C. W. 48.52.010 et seq., 
Ex. Sess. Laws of 1955) became effective June 23, 1955. As of July 1, 1955, 
Commissioner Sullivan established a separate office here in Seattle in order to 
centralize the administration of all activities in connection therewith. 

Our law is primarily one of “disclosure.” Several of the more important 
features should be brought to your attention as they especially relate to your 
review. Section 1 (2) defines the funds concerned to mean “* * * any fund 
established * * * whether such benefits or services are to be paid directly 
from such fund or interest therefrom, or paid under contracts entered into * * * 
with an insurer or health care service contractor * * *.” There is no question 
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as to whether or not a self-insured trust fund is included under the auspices of 
our jurisdiction. 

Section 2 of our act provides for the examination of the trust plans and fur- 
ther states that the costs and expenses of the commissioner and examiners shall. 
be paid by the examining authority. By far the greater majority of the trust 
mane cannot afford to stand the cost burden of a thorough and proper exami- 
nation. 

Sections 3 and 4 refer to the filing of documents by the trust plans and by the 
underwriter of their benefits. Such reports and other financial data shall be 
open to inspection by the public in the commissioner’s office. This is the most 
important point of our law and certainly any Federal statute drawn shall in- 
corporate this public disclosure requirement. 

The exclusion of certain trust plans provided in section 7 is perhaps the only 
objectionable feature in our law. The beneficiaries of these plans so exempted 
are not receiving the kind of State-supervised protection granted all others. 
According to the comments made by the representatives of several banks that 
administer trust-fund plans we have examined, there is no similarity in the bal- 
ance-sheet-type audit presently being received by such plans and the study and 
review as shown in our examination reports. An accounting of the financial 
affairs represents only a small part of the many necessary considerations re- 
viewed in our reports. 

Approximately 20 employee welfare trust funds have been examined under 
the provisions of our new law. The majority of these have constituted pilot 
plans as a test of our examination procedures and of the adequacy of our an- 
nual statement requirements. These have covered a cross section of types and 
location of administrations, as follows: 

(a) Jointly administered in the office of the union. 

(b) Jointly administered in the office of the employer. 

(c) Unilaterally administered by the employer alone. 

(d@) Unilaterally administered without employer representation. 

(e) Jointly administered in the office of the trust plan under the direction of 
the broker. 

We have received fine cooperation from the trustees and administrators of 
those plans examined and from all other persons responsible for the com- 
pletion and filing of our required annual statements. Completed examination 
reports are on file in the commissioner’s office in Olympia as a public document. 
and are readily available for review by any visiting or local member of your 
staff. In order that you may be appraised of the contents of a typical report, 
we are enclosing an index page taken therefrom. 

The annual statements required of the trust plans are filed with our office 
within 60 days of the close of their fiscal periods. Occasionally, a delay is 
caused by the fact that certain information requested therein relates to their 
insurance policy, the contract year end of which is often later than the fiscal 
year end of the trust plan. We also require a filing on an annual basis from 
the insurance carrier or health care contractor underwriting the benefits of the 
trust. Although different in form, the two statements overlap in the data re- 
quested and serve as an excellent spot check upon the financial and other infor- 
mation requested. Whereas financial data is of major importance, these state- 
ments are also directed toward a disclosure of those areas in particular where 
malpractices are most apt to occur. 

Although many of the following thoughts may not be considered to be official 
expressions from the insurance commissioner’s office, we are endeavoring to 
briefly review some considerations that have become readily apparent in the 
pursuit of the administration of our law. We would be pleased to review our 
program at any time with your or any member of your staff in order to more 
closely familiarize you with our procedures. 

At the present time, the only guides established for employee welfare trust 
plans are those contained in the Taft-Hartley Act (NLRA of 1947) section 202 
for those industries subject to the act. Many employers, otherwise subject 
to the act, have on the advice of their counsel, attempted to establish trust 
plans that, according to their selected definitive terms, exempt the trust from 
compliance with the requirements set forth in section 302 of the act. This 
section of the act should be carefully and properly amended as a prerequisite 
to new Federal legislation. All existing doubt should be removed as regards 
such veils of definition in particular and section .302 should be amended ti» 
clearly define its purpose and its terms; i. e., “representative of employees.” 
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One of our examination reports pointed out a possible violation of seetion 402 
of the Taft-Hartley Act. Our local newspaper further publicized the fact. 
For lack of any Federal agency administering this section, no steps have been 
taken to review or remedy the situation. 

We feel that Senate bill 1122 introduced by Senator Paul H. Douglas has 
considerable merit. The principle of “public disclosure” is of paramount im- 
portance. However, it would be valueless unless provision is made for the 
promulgation of rules and regulations to be issued in conjunction with the 
administration of such an act. Sufficient penalties must be provided in order 
to prevent willful wrongdoing or neglect. The trustees must clearly be charged 
with their full responsibilities no matter by whom appointed and whether or not 
the plan is jointly administered. 

At the present time, it is impossible to forsee the extent of the future in- 
fluence of employee welfare plans upon the very economy of the United States as 
a whole. It would be unfortunate to pass legislation so restrictive that it would 
not permit proper changes in administrative practices. In addition, the great 
variety and complexity of the many trust plans clearly calls for legisiation 
broad enough in scope and terms to allow them ali to be able to properly con- 
tinue their present benefit programs under the act. 

Certain individuals or groups have recommended that the expense of ex- 
aminations be charged to the plan being examined. If it were a simple balance 
sheet audit, this would be reasonable. However, we do not feel that a simple 
balance sheet audit is sufficient to protect the interests of the insureds and 
their beneficiaries. A number of the items comprising our examinations are as 
follows: The minutes of the board of trustees are reviewed to determine that 
all actions taken by trustees have been in compliance with the terms of the 
trust agreement; eligibility rules and lists of employees are traced back to the 
original employers’ report; claim playments are checked to determine that 
only those eligible are recipients thereof; all employer contributions are con- 
firmed; the underwriter of the insurance benefits confirms total premiums 
received, brokers fees, ete.; the appointment of the administrator is reviewed 
along with his administrative expenses and/or fees; the competitive bids from 
insurance carriers and the reasons given for the selection of one carrier are 
reviewed ; general office procedures and the business practices of the trust are 
reviewed; the trust agreement itself is discussed in the report, ete. It is 
readily apparent that two-thirds or three-fourths of the trusts would not be 
able to bear the cost burden of such a proper, thorough examination. 

Certainly those States having an effective law of their own should be per- 
mitted to carry on without forcing the trust plan to be subjected to any duplica- 
tion of regulatory or examination requirements. Such States sheuld be en- 
couraged and assisted. It is self-evident that this function can be performed 
much more directly and at a considerable saving in time and expense at the 
State level. It cannot be expected that all evils or neglect will cease auto- 
matically the day such a statute becomes effective. However, the effect of our 
law has been felt throughout the Northwest, and, of course, the State of Washing- 
ton in particular. The interest displayed by the trustees and administrators in 
requesting suggestions to keep their plans in proper order, and the interest indi- 
cated by the increasing number of visits and telephone conversations with the in- 
dividual participating members, is further evidence that these trusts are endeav- 
oring to organize their procedures and follow good business practices. In 
addition, many States and members of the legislative committees have evidenced 
a considerable interest in our program. 

The public official charged with the supervision of any law, State or Fed- 
eral, should consider how closely associated the affairs of these trust plans are 
‘with the insurance programs underlying each. Qualified personnel repre- 
senting that official must be fully cognizant of the practices considered to be 
proper for the insurance carrier, health care contractor, and broker and agents 
thereof. The responsibilities and duties of the trustees and the procedures ex- 
pected of the administrator must be reeognized and considered. As mentioned 
previously, the wide variety of trust plans require that the statute be drawn 
in language general enough to apply to all and not so restrictive or specific as 
to jeopardize the activities of any in the varied pursuits of their intended 
purposes. 

Legislation should be drawn to include whatever is determined necessary 
for the protection of the beneficiaries of these trust plans. Direct influence 
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and subtle suggestions of either management groups or labor organizations must 
be avoided except when constructively offered. One of the most important 
hurdles is that of the general education of the concerned trustees, which will of 
itself tend to establish the cure and work toward the prevention of unethical or 
illegal acts. 

Ever since we began the administration of our new law, we have been ex- 
tremely interested in this new field of endeavor. We recognize the great im- 
pact these trust plans have upon the society of our ccuntry. It is important 
that they be allowed to continue granting benefits to the public and that the pub- 
lie’s confidence herein should not be shaken. We are doing everything in our 
power to assist in the programing of properly managed trust plans following good 
business practices, administered in an open manner that permits any partici- 
pating member thereof to review his plan’s financial affairs at any time. Certain 
unusual practices have come to our attention from time to time and in each 
instance we assisted in the improvement or elimination thereof. On the other 
hand, if any embezzlement or other fraudulant activities should be discovered, 
much more drastic action will be taken. 

We sincerely hope that we have contributed toward your program. We have 
no reports covering such background or administrative activities other than the 
commissioner’s report to legislature each year. However, they would not be of 
any value in this regard. 

If we can be of any further assistance, please let us know. 

Very truly yours, 


WILLIAM A. SULLIVAN, 
Insurance Commissioner. 
By A. M. HoLsrook, JR., 
Deputy, Health and Welfare Division. 


CHAPTER 8, LAWS EXTRAORDINARY SESSION, 1955 EMPLOYEE WELFARE TRUST FUNDS 
(Becomes effective law as of June 23, 1:55) 
HOUSE BILL NO. 23 


AN ACT Relating to employee welfare trust ene : making an appropriation ; and provding 
penalties 


Be it enacted by the Leyislature of the State of Washington: 

SecrTion 1. As used in this act: 

(1) “Commissioner” means the insurance commissioner of the State of 
Washington. 

(2) “Employee welfare trust fund’ means any fund established for employees 
of one or more employers for providing employees, their families or dependents 
medical or hospital care, disability benefits, death benefits, retirement benefits, 
annuity benefits, health care services or any insurance benefits whether such 
benefits or services are to be paid directly from such fund or interest therefrom, 


or paid under contracts entered into by the trustees of the fund with an insurer 
of health care service contractor. 


(3) “Heaith care service contractor” means health 
as defined in RCW 48.44.010. 

(4) “Insurer” means insurer as defined in RCW 48.01.050. 

(5) “Person” means any individual, company, insurer, association, organ- 
ization, reciprocal or interinsurance exchange, partnership, business trust, or 
corporation. 

Sec. 2. The commissioner may examine each employee welfare trust fund as 
often as he deems necessary, and the commissioner shall examine each employee 
welfare trust fund at least once every five years. The commissioner, for the 
purpose of this section, shall have the same powers and duties of examination 
as provided in chapter 48.03 RCW: Provided, That the costs and expenses of the 
commissioner and examiners shall be paid by the State. 

Sec. 3. (1) The trustees of every employee welfare trust fund existing within 
this State shall be responsible for the maintenance of full and accurcte records 
and accounts of the transactions and affairs of such employee welfare trust fund 
in conformance with generally accepted accounting practices and principles. 
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(2) Such trustees shall promptly file with the commissioner a copy of the 
trust instrument or other instrument by which the employee welfare trust fund 
is established, together with all amendments thereto. Upon request of the com- 
missioner the trustees shall file with the commissioner such regular and/or 
special reports concerning the transactions and affairs of such employee welfare 
trust fund as the commissioner may from time to time deem to be necessary 
or advisable for carrying out the purposes of this act. All such reports shall be 
open to inspection by the public in the commissioner's office, and when obsolete 
shall be subject to destruction by the commissioner as provided in RCW 48.02.120. 

Sec. 4. (1) Hach insurer and each health care service contractor that issues 
an insurance contract or health care services contract in consideration of money 
from any employee welfare trust fund shall promptly file with the commissioner 
a complete copy of every such contract together with all amendments or riders 
thereto. 

(2) Each such insurer or health care service contractor shall promptly file with 
the commissioner a statement, on a form as prescribed and furnished by the 
commissioner, of the rate of all commission and/or service fees or other similar 
fees or compensation paid or to be paid by such insurer or contractor in connec- 
tion with every such insurance contract or heaith care services contract, and 
the name of each person receiving any such payment. 

(3) Such contracts and statements shall be open to publie inspection in the 
commissioner’s office, and when obsolete shall be subject to destruction by the 
commissioner as provided in RCW 48.02.120. 

Sec. 5. The commissioner shail enforce the provisions of this act as provided 
in RCW 48.02.080. 

Sec. 6. Any person aggrieved by any act, threatened act, or failure of the com- 
missioner to act shall have the right to a hearing and review thereof as provided 
in chapter 48.04 RCW. 

Sec. 7. Sections 2 and 3 of this act shall not apply to such an employee welfare 
trust fund where the trustee, or all of the trustees are subject to examination 
by the supervisor of banking of the State of Washington or the comptroller of 
the currency of the United States or the board of governors of the federal reserve 
System. 

Sec. 8. Any person who fails to comply with the provisions of this act, or lawful 
order of the commissioner made pursuant to this act, shall upon conviction, be 
punished by a fine of not less than ten dollars nor more than one thousand dollars, 
or by imprisonment for not more than one year, or both fine and imprisonment. 

Sec. 9. For the biennium ending June 30, 1957, there is appropriated from the 
general fund to the insurance commissioner the sum of forty-six thousand two 
hundred and fifty dollars or so much thereof as may be necessary to carry out 
the provisions of this act. 

Passed the House March 20, 1955. 


JOHN L. O'BRIEN, 
Speaker of the House. 
Passed the Senate March 22, 1955. 
EMMETT ANDERSON, 
President of the Senate. 
Approved April 4, 1955. 
ARTHUR B. LANGLIE, 
Governor of Washington. 
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IP rR I in gcse asinine aie onic oa AONB: Ss ince Seite eS ij 
I a hi cia lancet Ninn sppnamintcseleedases e-waste ij 
EE, OU SR I aici ssa incchraptr din atv etdeorsilnsssntninpecaimnigh omnes etches 
I. Dates effective: i" 
ADBUACT OF DORMOR 6 ne cccccwmnmen ns Surgical benefits : i 
Life insurance______- s sapeiale ssid ems htin eis Se hel er ee 
Accidental death and Dependent________- ee ae e ij 
URINAIRE NN ccc erancoeren Medical benefits : 
Temporary disability cash benefits WeOyeS soe te oletl 
BROESO eho ay Eisen gee aren mpe Cer aire RO so as oer ey 
Hospital benefits : Major medical benefits: 
Ne ee TURIN oc ccsnsics as eopteuace eae ieacmupins 
ce och eed kitataetgwiacesoe oc SRI Na scsessicossescnevaehecdaveantene angie et 
J. Contract year period of this report from ~._________ dadee WI tumancdtedeimtaiane 
Part II—ComMISSIONS PAID 
Bia 
|. Total 
| Total amount 
Experi- | | |} amount as per- 
ence Name Payee Address | for ex- cent of 
year | | perience | billed 
| | year premi- 
| | ums 
a ageonhsbcaeas - a EON Te ST eee 
A. Contracts for all coverages except pen- | } | 
sion benefits_. elenses iene he dea eee cee oe 
B. Contracts for pension bencfits_ - eae Pindeetee ok. 45 Bp ast | 
| | ! 


Part ITI—Frrs AND OTHER ALLOWANCES PAID 


Fees and other allowances include administration fees, service fees and pay- 
ments (other than commissions) for services, expenses or other reasons, which 
were paid to a policyholder, agent, broker, or other individual or firm. 


| Total | amount 
| amount as per- 


ence Address | Amount | for ex- cent of 


Name Payee 





| 
| Experi- 
| 


| | | Total 
| 


year perience | billed 
} | year premi- 
ums 


A. Contracts for all coverages | 
except pension benefits __| : ; al ssl } 
B. Contracts for pension bene- | | 
tens ; 


C. Describe nature of services for each above named payee: 


Annual statement for the contract year ending_-_ 


(Print or stamp name of fund) 
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Part IV—EXPERIENCE 


A. Oontracts for all coverages except pension benefits : 




























oe | Dividends} 
| Experie nee | Number of | or experi- 


| yearsfrom/| insured | Billed Incurred | ence rating 
through members premium claims! | refunds 
| (may be 


combined) 


(5 
1, Life insurance -_---_- : Se . 
(a) Accidental death and dismem- | 
berment- -_- - een cs sas : 3 
2. Time loss-disability 
3. Hospital, medical and surgical benefits | 
(may be combined) 


Total (1, 2, 3, above) 


1 If benefits are rendered in the form of services, include here the value of ss rvice s rendered: 
Indicate above column or columns in which the following items are include 









1. Conversion charges. Column___..------- 

2. Paid State cash sickness assessments. Column. ......--- 

3. Provision for State cash sickness assessment liabilities. Column 

4. Provision for other liabilities such as group permanent insurance reserves. Column_-_-. 


B. Contracts for ‘panaton & benefits : 





| j 


| 












Dividends | Actuarial 


| =~ ‘ ‘ > 

| Experience | Gross con- Benefit and other | reserve of 

| years from/ | siderations | payments | credits to | accumu- 
through | ' policy- lated fund 


holders 


Total. 





Part V—GENERAL INTERROGATORIES 


















Who maintains individual records of policy or contracts?__ 
. Who handles claim settlements?___._____________ 
Who authorizes payment of claims?____- 

How is the cost of plan’s administr: ition fina ine iced ? 


Is a full description of the plan given to eac a employe Be eaecaak anaes d Giant guna 

If a dividend or experience rating refund was not paid o: or credited for any 
policy year with respect to any policy or upon termination of a policy, ex- 
plain reason for such nonpayment 






To the best of your knowledge, has any commission, fee, or other emolument 
ever been paid, either directly or indirectly, to any trustee of the plan or to 
any Officer of either the employer or the union, or to any relative of such 
trustee or officer, in connection with the procurement of the plan? If so, give 
a full account of the date and names of the persons 

















Officer(s) responsible for completion and certification that the exhibits, 
schedules and explanations contained are full and true statements respectively. 
Pe pes oe 

(P rint or type) 












Signature 
I ie ad ote 
BS. ai cctaoce 
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Form B-55 
Fund Administrators 


WILLIAM A. SULLIVAN, INSURANCE COMMISSIONER 
STATE OF WASHINGTON 


EMPLOYEE WELFARE AND PENSION TRUST PLANS ANNUAL 
STATEMENT 


For the Year Ending During 19____ of the Condition and Affairs of the 


PRCA E DRTUOU SPOR Ss hecciaitnind cdl aoince meueanemce nee We tees 


Made to the insurance commissioner of the State of Washington pursuant to the 
laws thereof. 
Name of: Insurance carrier 


ewe eee 
a a a a ee ee es 
ee a a a a ee ew 


Name and title of trustee: 
A. Employer: B. Employee: 


Each of the following, being duly sworn, each for himself deposes and says 
that they are one of the above-described trustees or administrator* of the said 
trust fund, and that on the last day of the period covered by this annual state- 
ment, all of the herein described assets were the absolute property of the said 
trust fund free and clear from any liens or claims thereon, other than premium 
liability, except as herein stated, and that the annual statement, together with re- 
lated schedules, exhibits and explanations herein contained, annexed, or referred 
to are a full and true statement of all assets and liabilities and of the condition 
and affairs of the said trust fund as of the last day of the period covered, and 
of its income and deductions therefrom for the year ended on that date, accord- 
ing to the best of their information, knowledge, and belief, respectfully. 


Employer trustee (1 or more) : 
Subscribed and sworn to. before 





seen ei a ee i a Ee clare me. this....i.day -0ficsiiasial..., 
Fetes 
Notary Public in and forthe 
er ean ON ns snes sadiniaintnscceta edeed eka ncnaeacianae 
ME Wbs-uaaaancconaase ee 
Employee trustee (1 or more) 
Subscribed and sworn to before 
sitiincaintabutsticlliaaisassioudaen ties sbcaeae Gilacepe hatte cada ened I Si aces RN Navas n wvcndinceciiiniansiy 
AOuszi. i 
Notary Public in and for the 
session sas ehceieendeaiodelanipoticor egeeldiesiaed hi aaa gr a 
Residing at.ii- ov eecieil 
Administrator 
Subscribed and sworn to before 
IN wa fr Pt nt oso on vo ee me this_____ day‘ of2274 ow) . 
10-5 
||: eda Reman netatepenhtekeseeas ene a pede et og ae nina eee ttt ee ee 
Notary Public in and‘ for the 
State -ofae i os Remaaesiaten | 
RN I desi csineesioial acabaapetieacacohca | 


e ig corresponding person(s) having charge of the accounts and finances of the trust 
un 
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Annual statement for the fiscal year ending_----__-_- 


Part I—BeEneEFiIt COVERAGES 


A. Effective date of coverage. _________- Policy or Contract No. _....-.-.--- 
Anniversary Date ..........J. 4 

B. Has substantially the same group been covered within this past fiscal year by 
a different Underwriter or Carrier? If so attach a schedule giving similar infor- 
mation about benefits covered and explain reasons for changing Carriers. 


| 
Acci- 
Death | dental | Disa- Retire- 
benefit | death or bility | Hospital | Medical | Surgical ment 
| dismem- 
berment | 
| 


C. Benefits checked are pro- 
vided by: | | 
1. Insurance company. -_|_..__- eee | . mo ee 
2. Health care con- | | | 
tractor_ - cool fice : } 
3. Other (specify) __- 7 os | 

D. Benefits checked are ad- | 
ministered by: | 

1. Union alone__- 
2. Union and employer 
(joint trustees) - | 
3. Employer alone. | aed 
4. Other (specify) -_._.._} ete’ 





E, Contributions for benefits | 
checked are provided by: | 
1. Employer only-_- Poaaers ss 
2. Employees only— | | | 
and collected as | | 
follows: | 
(a) Payroll de- | 
ductions __-_|_-- 
(6) Union dues 
or panne} 
| 
| 





ments_ Siotcsct an : : ie 
(c) Other (spec- | | 
ify) EBS, cig etal Reaaa cites ‘ | 


F. Approximate number of | j | | 
members covered by } ! 
IE i ccanciaininn ane | 

G. Cheek benefits covered by j 
International or National | 
Union affiliations. ___.___- s wicect 





Annual statements for the fiscal year ending -____----.-_____--_---------_-__- : 


(Print or stamp name of fund) 


Part II—REcEIPTS AND DISBURSEMENTS 


* 


2. Contribution received: 
nen NOOR ( A) ow... enn SN reiambee isan daiiil 
B; Brom. employees...._.:-......-...-- tae cee area as 
i aeasieaieininemenne 
D. From other (specify) —-------~_- i a ae 
are stl anitmancoieeabiaencbenetiie 
. Real estate, interest, dividends, and investment income (as 
I avicmribitesieeomianniinee 





bo 
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4. Experience rating refund received : 


A. Period covered POUR eh Lalas hmc.28 Lelie mi asso HA AY 


B. If not receiver, explain reason therefor or manner of 
taking credit thereof in schedule C. 
5. Other income (as per schedule B) 









6. IE ~~ AI ieaisssien shiva ate ealactat pita ids es DEAS, ct Iis cceihittistn nsibasins 
DISBURSEMENTS 
To whom paid | Average 
(e. g., insur- number Amount 
ance company—| members paid 
health care | covered 
cont., etc.) 
7. Benefit premiums paid: | 
Pee YS Se bh eee ee edit ane ate 
a Hospits il, medical, surgical __ 
Time lost, disability Bes ek ae | 
D. Pension or retirement. ee ee 
E, Other (combination) _. sian dat silibiakd inl oad n ce wpb chdhaiiagnata aalememenmaratiads 
Talel thst OC, 2, B above).....|........-...-..4c. pasananalia’s bid a balsiacasaciodaeae ee ais otal mmediaineiomas 
8. Administrative expenses paid (as per schedule C)_--------.  ~---------_ 
9. Experience rating refund distribution (as per exhibit 2)_---.  ----------~~ 
Bae er EC -MORONNO) 5s oc hc ee” Smee 
2a. Total disbursements___~_~~~- eat ae ia aaa en aaa en 


12, Net increase or decrease for the year_______- 


13. Balance at end of current fiscal year period 


(Date) 
ame ai oo shen ee (Print or stamp name of fund) = = =~ 
Part III—Assets AND LIABILITIES 
ASSETS 
1. Cash on hand and in banks (as per schedule A) : 
i RI I IE CO rachis actrees imine eens 
B. On deposit in banks—not at interest__ -—---__~---_-- 
C. On deposit in banks—at interest__._... _.-___--__-- 
REA RRR ie EES eee He oes TR Ree 
PND sn ea ci aia Nica S RG bans inseam ans apa RS tment tales 
a Se, RI CN I IN Wicca ote eens: “hie aneinmnnnio 
3. Real estate and other investments, loans, ete. (as per 
EN ance ticnaiaeaGstcacmakiiinuenim bacon meee ale eS 
a a Es i a hl i ie een ci adentineae me 
5. Total assets (to agree with line 13, part IIT)___.----- 


LIABILITIES 


6. Funds held or retained from account of: 
A. Contributions from employers____~--~- re seks Sete 
B. Experience rating refunds or dividends 
RAR EE I iti cdscanaatmsasneds  ~ <adanisicttinnmuineiadl 
C. Other moneys received but not disbursed (specify) : 


BS nagieaicseacteoabiccaeoal Wedd ic cerca 
Tee ceaccembrsishaeectrciainenies |’ (aceeeiacametaiaiins 
a em i ie 
7. Reserves maintained (specify) 
Bk 5k cermin eetnieicaabees “biaacanmineaies 
is seapcanste canada sche ias oh baaiedieaies eae ead iglesia 
C. 
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8. Bills and accounts due and accrued (as per schedule C)-~_- 
9. All other (specify) (as per schedule D)_---------------_--- 
10. Surplus: 
A. Beginning of period___--_-___-----~-- $ 
B. Increase or decrease during period___~- 
Ch ee. Oe erie oh cdi ieee ssen 
Total 


(Print or stamp name of fund) 
Schedule A—Investments owned 


(If additional lines ave needed, please attach separate listing) 


Interest 


Identification Date Interest ; Book and divi- 
(list each item er account separately acquired rate Cost values at dend re- 
end year ceived 
during year 
1. Bank deposits of: 
A. Not at interest: 
ee » $_. } 
i a 
Sx« . ¥ ; 
a 
Total 


rarer . 
oa 
Total_- 
2. Bonds and stocks: 
A. Bonds: 
1 a - 
ae 
om 
e. 
Total 


B, Stocks: 


Total 


3. Real estate and other investments (spec- 
ify each): 
A. Real estate: 
] 


9 


Total 


B. All others 


1 
9 


4. 


Total. 
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Schedule B—Other income 
Separately list, identify, and give amounts: 
1 


(Print or stamp name of fund) 


Schedule C—Expenses paid by trust fund 








- a ai - —— 
Due and Due and 
accrued at | Paid during accrued at 
| beginning of | year end of year 
| year | 
| 
aaniad er \- 

Trustees’ salaries, fees, or allowances... __......-- | 

Administrators’ fees or allowances. --......-.-.---------- 

Ne SE ee. si ccecicadcanbanenes 


Travel COGNRORL. icone conc tc ke 
Office supplies and expenses - - -- 
Rental of equipment. 


Rent pikes Gisiidgdcatadent odAcrepeedasmtginsaos area 
SN ce ne Soe ne re oon es 
Taxes: 

Feae@el........, a 

State 





Total ._- 5 


Schedule D—Other liabilities 


(List separately, identify, and give amounts) 
i 


et 





iii itiaaermaminti asia. 


aa 


sp yon 
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ExHIsit 1—FINANCIAL STATEMENT OF ADMINISTRATOR 


(Regarding fees provided by trust funds for the fiscal year ending during 1955) 


Balance on hand at beginning of period_.._.............-.--_-. Oe asasissaaiiscencower 
Receipts (itemize names of trust funds and give amounts. Enclose 
extra page if additional space required) : 


Disbursements : 
Trustees’ salaries, fees, or allowances___--__-- De een 
Administrators’ salaries, fees, or allowances. -—------------ 
ETO IN WO iti een <amanenmmaman 
aT Ee ecadansieeisin - vujumpnininpmisseoenesst 
irre apy = a ee 
I rt i cen ieiaaeabhiet atts 
NO Sather racic ete eaeneaeeuen  - eeteedailenl 
Nee en ne re ae a cineas’ aiabomencangnanuneand 
Taxes: 
Federal : 
aa ial eit sincd | apaiinadgandcabiereaas 
a a tg a a tain uta daa lcinabial 
State: 
en,  eupianelsinmeaek 
ew lndenciengiieannnees 
In 9 ee ae ere ee © Oo Ow de 
Ire Sues mmans 


Pa OE SED TOR TID FE teen ene 
I II I nineties 


(Print or stamp name of fund) 
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ExHIpBit 2—ExPERIENCE RATING REFUND 


1. Do you receive a statement from your insurance (or other) carrier once a year 
2. Briefly describe the provisions in your insurance (or other) contract relating 
to experience rating refunds 


3. If none was received, briefly explain the reason or indicate other manner of 
taking credit therefor 


4. Please furnish the following information on a “policy year” basis as regards 
the benefit coverages purchased. If this data is not on hand, so indicate 
within the statement. 
3enefits covered (check) : 

A. Life insurance_____- 

B. Accidental death and dismemberment__ ~~~ 

C. Disability, time loss_____- 

D. Hospital, medical, surgical care____-- 

E. Pension retirement. ___- 
Total insurance or health care premiums paid to 
SURE Ce UII Foie oo cette icen es cman einen me 





Claims or benefits paid out by carrier: 
an 6 ee $ 
B. Accidental death and dismemberment_ 
Mie, SPUROLIET w: TIDE WOOD ceveit tres mcrneerir 
D. Hospital, medical, surgical care_____- 
E. Pension, retirement___-----_-__--___- 
F. Combination of above___._._.---~__ 


Exursit 3—FEES AND OTHER EMOLUMENTS PAID 


List separately and identify each trustee, attorney, consulant, trade organiza- 
tion, broker, agent, or other person or firm receiving in excess of $500 during 
the year. This shall include all legal expenses, expenditures, in connection with 
legislative bodies, officers, or department of government, etc., excluding regular 
office salaries and expenses. 


Name Address | Amount paid | Occasion of 
| expense 


A. Direct expenditure from trust plan j 
funds: 


B. Expenditure from administrator's i’ 
fees: 


ee ee eer ee 


(Print or stamp name of fund) 


| 
i 
4 
i 
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Part IV—ADMINISTRATION 


A. Please answer the following questions (e. g.: Employer; union; trustees; 
administrator ; insurance carrier; etc.) : 

1. Who maintains books of account for the plan?__-.-----------__---.. 

2. Who maintains records of active members? 


Oe ee ee ee ee ee 


Om Co 
= 
Go 
So 
Lr | 
oO 
= 
3. 
@ 
a 
DQ 
jo] 
SB 
f=") 

S 
4 
oO 
S 
pS 
“3 
@ 
mR 
& 
<=} 
Pe. 
E 
2 


(b) How frequently? 


8. Are all contributions received kept segregated in separate bank 
UI Ricca ee eee re ee 8 ime 


9. Is the retirement benefit plan (if any) subject to periodic actuarial 
review? If so specify the frequency and furnish a copy of the most 
recent reports 


10. Does each participating member receive: #28 
(a) Pamphlets describing the nature and benefits of the plan?___ 


11. Has plan received approval of Internal Revenue Department?________ 
12. Is the full amount of contribution received paid to an insurance under- 
writer (or other) as premium?__________ Is any reserve maintained 


on hand deducted from contributions received? If so, explain 


13. To the best of your knowledge, has any commission, fee or other emolu- 
ment ever been paid, either directly or indirectly, to any trustee of 
the plan, or to any officer of either the employer or the union or to 
any relative of such trustee or officer in connection with the selection 
of the broker, agent or other person or in connection with the pro- 
curement of this plan? If so, give a full account of the date and names 


14. What is the frequency of the regular meetings of trustees ?____-_____- 


Ome et ee ee ee ee ewe ew we eee eo ow oe www ewe 


STATE OF WISCONSIN IN ASSEMBLY 
AMENDMENT NO. 2, A., TO BILL NO. 492, A. 
June 3, 1957—Offered by Messrs. Grady and Huber 


Amend the bill, as printed, as follows: 

1. On page 2, line 21, after “organizations,” insert “solely by any employer 
or labor organization or jointly by employers or jointly by labor organizations,”. 

2. On page 6, lines 7 to 10, strike out the entire sentence, and insert in lieu 
thereof “Pending or after an examination the commissioner shall not make 
public nor shall he permit to become public any financial statement, report or 
finding affecting the status, standing or rights of any such employe welfare 
fund, until a copy thereof has been served upon such employe welfare fund, 
nor until such_employe welfare fund has been afforded a reasonable opportunity 
to answer any such financial statement, report or finding and to make such 
showing in connection therewith as it may desire.” 

8. On page 12, strike out all the material after “(a)” in line 6 down to the 
period in line 17, and insert in lieu thereof “Any person who wilfully violates 








WELFARE AND PENSION PLANS LEGISLATION 549 


or fails to comply with any provision of this chapter or the rules or regulations 
promulgated thereunder or who makes a false statement or representation of 
a material fact, knowing it to be false, or who knowingly fails to disclose a 
material fact in any registration, examination, statement or report required 
under this chapter or the rules or regulations promulgated thereunder, shall 
be fined not more than $5,000, or imprisoned not more than 5 years, or beth”. 


STraTE OF WISCONSIN IN ASSEMBLY 
AMENDMENT NO. 1, A., TO BILL NO. 492, A. 
May 22, 1957—Offered by Mr. Grapy 


Amend the bill, as printed, as follows: 

1. On page 1, strike out all material after “To” in line 1 and down to “211” in 
line 2, and insert “amend 20.005 (2) (a) (lines 238 to 242), as repealed and 
recreated by chapter —, laws of 1957 (Bill No. 77, A.) ; and to create chapter.” 

2. On page 1, strike lines 7 to 14, and on page 2, strike lines 1 to 3, and insert: 

“SECTION 1. 20.005 (2) (a) (lines 238 to 242) to the statutes, as repealed and 
recreated by chapter , laws of 1957 (Bill No. 77, A.), are amended to read: 


| 717). "RS Gada cant 


| 
1957-58 | 1958-59 | 1957-58 | 1958-59 


| 


238. Insurance commissioner 20.460_- - 





239. General adiministration __-—_-- (1) | 4290-8265) 286-666}) (327,840)| (324,126) 
240. Personal services, bonus__----- S 66863 | S 60472 52,883 | 52,692 
241. Personal services, basic_--_---- | 266,448 | 275687 | 286,443 | 297,087 
242. Materials and expense_____-_-- ahs | 94-663 | 106,766 | 106,053"’ 





3. On page 2, line 4, substitute “Section 2.” for “Section 3.” 

4. On page 3, strike out all material after “state” in line 1 and down to the 
period in line 5. 

5. On page 3, strike all material after “fund” in line 15 and down to the 
period in line 22. 

6. On page 4, line 17, substitute “commissioner” for ‘‘superintendent.” 

7. On page 5, line 4, after “may” insert “, without regard to the classified 
service,”’. 

8. On page 6, line 2, after “may” insert “, without regard to the classified 


, 


service,”. 

9. On page 7, line 18, substitute “June ” for “March”. 

10. On page 7, strike out all material after “condition” in line 21 and down 
to the period in line 23, and insert ‘“‘and affairs during such fiscal year’. 

11. On page 8, line 1, after “prescribe” insert “and shall include the names 
and addresses of the trustees and their connections as an official or employe 
of an employer or employe organization; the number of persons covered or 
expected to be covered by the plan; the type of plan and a description of its 
method of operation including the benefits to be prov'ded; the method of deter-- 
mining eligibility for benefits ; whether the plan was established through collective 
bargaining; copies of the plan, program, or bargaining agreement, trust agree- 
ment, contract, or other instrument, if any, under which the plan was established 
and is operated; copy of the booklet, announcement or statement decribing 
benefits ; the source of the financing of the plan and the identity of any organi- 
zation through which benefits are provided; the fiscal year basis; and the 
procedure established to make certain that all payments due to the fund are 
received by it.” 

12. Strike out all material beginning with “Where” on page 10, line 11, and 
up to “The” in line 1, page 11, and insert: “The commissioner may waive exami- 
nation of any welfare fund which is not located in this state but which is required 
to register under this chapter, upon being furnished with a certified copy of 
a report of examination made under the jurisdiction of the proper supervisory 
official of another state or the federal government which indicates adequate 
compliance with all of the requirements of this state that would otherwise be 
determined by an examination directed by the commissioner. Application for 





repress 








550 WELFARE AND PENSION PLANS LEGISLATION 


such waiver shall be made in writing to the commissioner on such form as he 
may require and any waiver issued by him shall be in writing and shall be 
of record in his office. No waiver shall bar the commissioner from investigating 
any matter not included within the scope of the examination or which is not 
reported upon to his satisfaction to accomplish the purposes of this chapter 
in respect to the interests of the employes and employers in this state.” 

3. On page 11, line 7, after the period insert: “All payments due to or from 
every welfare fund subject to the provisions of this chapter shall be by check, 
bank draft, postal money order, or other recognized written method of trans- 
mitting money or its equivalent.” 

14. On page 14, after line 12, insert “211.16 of the statutes is created to read: 

211.16 Apvisory Councrm. (1) The commissioner shall appoint an advisory 
council on employe welfare plans which shall consist of 7 members, 2 to be 
representatives of management, 2 to be representatives of employes, and 3 to be 
representatives of the general public from the fields of banking, economics and 
insurance. 

(2) It shall be the duty of the council to advise the commissioner with respect 
to the carrying out of his functions under this chapter, to review the admin- 
istration of this chapter and to make such reports and recommendations to the 
commissioner with respect to amendments thereto as it deems necessary in 
the public interest. The council shall meet at least once each year and at such 
other times as it deems necessary or the commissioner requests. Members of 
the council shall receive no salary, or compensation for service on the council 
but shall be entitled to reimbursement for necessary expenses.” 

15. On page 14, line 13, substitute “211.17” for “211.16”. 


STATE OF WISCONSIN—IN ASSEMBLY 
No. 492-A 
March 26, 1957—Introduced by Mr. Grapy. Referred to Committee on Judiciary 


A BILL To create 20.005 (2) (a) (lines 383m to 383n), 20.460 (3) and chapter 211 of 
the statutes, relating to the registration, examination, and supervision of employe welfare 
funds, making appropriations and providing penalties 


The people of the state of Wisconsin, represented in senate and assembly, do 
enact as follows: 

Secrion 1. 20.005 (2) (a) (lines 383m to 3883p) of the statutes are created 
to read: 

20.005 (2) (a). 


1957-58 1958—59 


383m. Welfare funds, administration__________! (3) 25, 000 | 25, 000 
383n. Personal services, bonus___________~- s S 

3830. Personal services, basic______.______- 

383p. Materials and expense --_-__-_--_-.--- 


SEcTION 2. 20.460 (3) of the statutes is created to read: 

20.460 (3). WELFARE FUND. Annually beginning July 1, 1957, $25,000 for the 
administration of ch. 211. 

Section 3. Chapter 211 of the statutes is created to read: 


CHAPTER 211 
EMPLOYE WELFARE FUNDS 


211.01 DECLARATION oF PoLicy. It is declared to be the policy of this state that 
employe welfare funds are of great benefit to employes and their families and 
that their growth should be encouraged ; that the establishment and management 
of such funds vitally affect the well-being of millions of people and are in the 
publie interest; and that such funds should be supervised by the state to the 
extent necessary to protect the rights of employes and their families, without 
imposing burdens upon such funds which might discourage their orderly growth 
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and without duplicating the supervisory responsibilities presently vested in any 
state agencies. 

211.02 DrFINITIONS. As used in this chapter, unless the context requires other- 
wise: 

(1) “Employe welfare fund” iueans any trust fund or other fund established 
or maintained jointly by one or more employers together with one or more labor 
organizations, whether directly or through trustees, to provide employe benefits, 
by the purchase of insurance or annuity contracts or otherwise, and to which 
is paid or contracted to be paid anything, other than income from investments of 
such fund, by or on behalf of any employer doing business in this state or for the 
benefit of any persons employed in this state; provided, that such term, as used 
in this chapter, shall not include any such fund where its overall management is 
vested, alone or jointly with other trustees, in a corporate trustee which is sub- 
ject to supervision by the commissioner of banks of this state or any other state 
or isa member of the federal reserve system. 

(2) “Employe benefits” means one or more benefits or services for employes 
or their families or dependents, or for both, including, but not limited to, medical, 

, surgical, or hospital care or benefits, benefits in the event of sickness, accident, 
disability, or death, benefits in the event of unemployment, or retirement benefits. 
(3) “Trustee” means any person, firm, association, organization, joint stock 
company or corporation, whether acting individually or jointly and whether 
designated by that name or any other, who or which is charged with or has the 
| overall management of any employe welfare fund; provided, that the term shall 
not include a corporate trustee which is subject to supervision by the commis- 
sioner of banks of this state or any other state or is a member of the federal 
reserve system and which acts merely as a depository of any such fund and 
performs no other function with respect thereto; nor shall such term include 
any insurer licensed under the laws of this state or authorized to do business 
herein when performing only those functions normally performed by insurers 
, acting as such. 
(4) “Commissioner” means the state insurance commissioner. 


. 211.03 ReGISTRATION., The trustees of every employe welfare fund which shall 
receive any payments in amounts equivalent to an annual rate of more than 
$2,000, other than income from investments, from any employer in this state, 

) or which, together with any related fund, may be called upon to provide for the 

payment of benefits under an employe welfare plan to 25 or more persons em- 


ployed in this state, shall register such fund with the commissioner within 

3 months after the effective date of this chapter, or within 3 months after the 

fund is commenced if the fund is established after the effective date of this 

chapter, or within 3 months after such employer commences doing business in 
the state if the employer commences to do business in this state after the effec- 
tive date of this chapter, or within 3 months after the fund is called upon to 

S provide for the payment of benefits under an employe welfare plan to 25 or more 
persons employed in this state if the number of such persons employed in this 

0 state becomes 25 or more after the effective date of this chapter. Such regis- 
tration shall be in such form and shall contain such information relating to the 

organization, operations, and affairs of such fund as may be prescribed by the 

superintendent. 

211.04 EXAMINATIONS; AUTHORIZATIONS AND REQUIREMENT. (1) The commis- 
sioner may examine into the affairs of any employe welfare fund as often as 
he deems it necessary, and he shall do so at least once in every 5 years. 

e (2) The trustees of every employe welfare fund shall be responsible for the 
maintenance of accurate records of its books and accounts in conformance with 
generally accepted accounting principles. 

211.05 EXAMINATIONS; ConpuUcT. (1) Whenever, pursuant to this chapter, the 
commissioner shall determine to examine the affairs of any employe welfare 
fund he shall make an order indicating the scope of the examination and may 
appoint as examiners one or more competent persons not employed by the 
trustees of such fund or interested in such fund. A copy of such order shall, 

t upon demand and before the examination begins, be exhibited to at least one 

d of the trustees of the employee welfare fund whose affairs are to be examined. 

it Any examiner authorized by the commissioner shall have convenient access at 





meres 


e all reasonable hours to the books, records, files, assets, securities, and other 
e documents of such employe welfare fund, including those of any affiliated or 
F subsidiary fund thereof, which are relevant to the examination, and shall have 


power to administer oaths and to examine under oath the trustees of such fund 
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and their officers, agents and employes and any ' other persons having custody 
or control of such books, records, files, assets, securities or other documents, 
regarding any matter relevant to the examination. 

(2) The examiner or examiners in charge of such examination shall make a 
true report of every examination made by him, verified under oath, which shall 
comprise only facts appearing upon the books, records or other documents of 
the trustees of such fund or as ascertained from the sworn testimony of its 
trustees, or their officers, agents, or employes, or other persons examined con- 
cerning its affairs, and such conclusions and recommendations aS may reason- 
ably be warranted from such facts. 

(3) In connection with any such examination, the commissioner may appoint 
one or more competent persons as appraisers with authority to appraise any 
real property or any interest therein which, as security or otherwise, may 
constitute a part of the assets of any employe welfare fund. The report of 
such appraiser shall be a supplement to the report of the examiner or examiners 
in charge. 

211.06 EXAMINATIONS; PUBLICATION. (a) All reports of examinations and in- 
vestigations shall be confidential communications and not subject to subpoena or 
made public unless the commissioner consents. 

(2) In any action or proceeding against the trustees of any employe welfare 
fund, required to register under this chapter, or against their officers, agents or 
employes, such report, or any part thereof, if published by the commissioner, shall 
be admissible in evidence. 

(3) The commissioner may assemble and file for public inspection such informa- 
tion covering forms of trust indentures in use, commission and fee schedules 
adopted by insurers and compensation paid to trustees of employe welfare funds 
and such other matters affecting the establishment and administration of such 
funds as, in his opinion, are in the public interest. 

211.07 EXAMINATIONS; ExPENSsES. The expenses of every examination of the 
affairs of any employe welfare fund required to register under this chapter, 
including any appraisal of real property, shall be borne and paid by the employee 
welfare fund so examined but the commissioner may in his discretion remit in 
whole or in part such charges upon showing of extreme financial hardship. 
For any such examination by the commissioner or a deputy commissioner per- 
sonally, the charge made shall be only for necessary traveling expenses and other 
actual expenses. In all other cases the expenses of examination shall also 
include reimbursement for the compensation paid for the services of persons 
employed by the commissioner or by his authority to make such examination or 
appraisal. All charges incurred by the commissioner or in his behalf, including 
necessary traveling and other actual expenses, as duly audited and paid to 
the person or persons making the examination or appraisal, shall be presented 
to the trustees of the employe welfare fund so examined in the form of a copy 
of the itemized bill therefor as certified and approved by the commissioner 
or a deputy commissioner. Upon receiving such certified copy such trustees 
shall pay the amount thereof to the commissioner to be paid by him into the 
state treasury. 

211.08 ANNUAL STATEMENT TO COMMISSIONER. The trustees of every employe 
welfare fund shall file in the office of the commissioner, annually on or before 
March 1 a statement, to be known as the annual statement of such fund, executed 
in duplicate, verified by the oath of its trustee or, if there is more than one trustee, 
then by the oaths of at least 2 of such trustees, showing its condition on December 
31 then next preceding or on such other date in the year next preceding as the 
commissioner may approve. Such statement shall be in such form and contain 
such substantiation by vouchers and otherwise and such other information as the 
commissioner shall from time to time prescribe. The commissioner shall cause 
to be prepared and furnished to the trustees of every employe welfare fund 
required by law to report to him printed forms of the statements and schedules 
required by him. 

211.09 SpecraL STATEMENTS TO COMMISSIONER. In addition to any Other state- 
ments or reports required by this chapter, the commissioner may also address 
to the trustees of any employe welfare fund or to their officers, agents or employes 
any inquiry in relation to the transactions or condition of the fund or any matter 
connected therewith. Every person so addressed shall reply in writing to such 
inquiry promptly and truthfully, and such reply shall be verified, if required by 
the commissioner, by such individual or individuals as he shall designate. 
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211.10 ANNUAL REPorRTS TO EMPLOYERS AND Employes. The trustees of every 
employe welfare fund shall, annually, on or before March 1, file a report with 
the commissioner to be known as the annual report of such fund, verified by the 
oath of its trustee, or if there is more than one trustee, then by the oaths of at 
least 2 of such trustees, showing its condition on December 31 then next preceding 
or on such other date in the year next preceding as the commissioner may approve. 
Such report shall be in such form and contain such matters as the commissioner 
shall from time to time prescribe. Such annual report shall be kept on file with 
the commissioner and at the principal office of the trustees and such report, or 
such portion thereof as the commissioner shall deem appropriate and relevant, 
shall be made available by the commissioner or by the trustees, or both, for 
inspection by any employer contributing to such fund, by any labor organization 
which is a party to an agreement establishing such fund, or by any employe 
covered by such fund. In addition and to such extent that he deems it to be 
in the public interest, the commissioner may require the trustees to mail such 
report, or such portions thereof as the commissioner shall deem appropriate and 
relevant, to employes covered by the fund, to contributing employers or to any 
labor organization which is a party to an agreement establishing such fund, or 
to any or all of such parties. 

211.11 ANNUAL STATEMENTS BY INSURANCE COMPANIES, SERVICE PLANS AND 
CORPORATE TRUSTEES AND AGENTS. Any insurance company, hospital, surgical 
or medical service plan providing benefits under an employe welfare fund as 
defined in this chapter, and any corporate trustee or agent holding or admin- 
istering all or any part of an employe welfare fund as so defined shall, within 
4 months after the end of each policy or fiscal year, furnish to the trustees of 
the fund a statement of account setting forth such information as the trustees 
of the fund may need from it in order to comply with the requirements of this 
chapter. 

211.12 EMPLOYER PAYMENTS TO EMPLOYE WELFARE FUNDS. Every employer 
doing business in the state and making payments to trustees of any employe 
welfare fund required to register under this chapter shall make a report respect- 
ing such payments within 3 months after making the first payment after the 
effective date of this chapter, and at least once every 12 months thereafter, to 
the commissioner on a form to be prescribed by the commissioner unless the 
commissioner in writing shall waive such requirement. If the trustees of any 
such employe welfare fund have failed to register the fund in accordance with 
s. 211.03 or are otherwise failing to comply with any of the provisions of this 
chapter, the commissioner shall so notify the employer and the employer shall 
make no further payments to the trustees after receipt of such notification 
unless and until the employer receives further notification from the commis- 
sioner stating that the trustees have complied with the provisions of this chapter. 

211.13 ReGuLATION UNDER OTHER Laws. Where the trustees of any employe 
welfare fund which is not located in this state, but which is required to register 
under this chapter, are subject to and comply with the requirements of any law 
of any other state with respect to registration, filing, examination, statements 
or reports, such requirement of this chapter shall be waived by the commissioner 
with respect to any such fund or trustees to the extent that they are complied 
with by the trustees when complying with such other laws. Application for such 
a waiver shall be made in writing to the commissioner on such forms as he may 
require and any waiver issued by him hereunder shall be in writing and shall 
be of record in his office. The commissioner may decline to issue such waiver 
and may, at any time, revoke any such waiver issued by him, if, in his opinion, 
the compliance by the trustees with such other laws fails to accomplish ade- 
quately the purposes of this chapter in respect to the interests of the employes or 
the employers in this state. The action of the commissioner pursuant to this 
section shall be subject to judicial review. 

211.14 CoMPpLIANCE, ENFORCEMENT, AND PENALTIES. (1) The trustees of every 
employe welfare fund required to register under this chapter shall be responsible 
in a fiduciary capacity for all money, property, or other assets received, 
managed, or disbursed by them, or under their authority, on behalf of such fund. 

(2) No trustee, employer, or labor organization representing any employes 
eligible for benefits under an employe welfare plan provided by an employe wel- 
fare fund required to register under this chapter, and no officer, agent, or employe 
of any such trustee, employer, or labor organization shall receive, directly or 
indirectly, any payment, commission, loan, service, or any other thing of value 
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from any insurance company, insurance agent, insurance broker, or any hospital, 
surgical or medical service plan, in connection with the solicitation, sale, service, 
or administration of a contract providing employe benefits for such fund, or 
receive any payment, commission, loan, service, or any other thing of value from 
such employe welfare fund, or which is charged against such fund or would 
otherwise be payable to such fund either directly or indirectly, except that any 
such person may receive any benefits under an employe welfare plan to which 
he is otherwise entitled, and any such trustee, or his officer, agent, or employe, 
may receive from such employe welfare fund reasonable compensation for neces- 
sary services and expenses rendered or incurred by him in connection with his 
official duties as such; provided that nothing in this section shall affect the 
payment of any dividend or rate credit or other adjustment due under the terms 
of any insurance or annuity contract to the policyholder or contract holder. 

(3) No political contributions shall be made directly or indirectly by or from 
any employe welfare fund. 

(4) (a) The commissioner may impose a penalty of not to exceed $2,500 upon 
any trustee of any employe welfare fund subject to this chapter or upon any 
officer, agent, or employe thereof, or may remove such trustee, officer, agent, or 
employe from office or employment, or may impose both such penalty and removal, 
if after notice and a hearing he finds that he has wilfully failed to comply with 
the requirements of this chapter, or has made a false statement or false repre- 
sentation of a material fact, knowing such statement or representation to be 
false, or who knowingly fails to disclose a material fact, in any registration, 
examination, statement, or report required under this chapter. Any such action 
of the commissioner under this paragraph shall be subject to judicial review. 

(b) Any person who embezzles, steals, or unlawfully and wilfully abstracts or 
converts to his own use or to the use of another, any of the moneys, funds, secu- 
rities, premiums, credits, property, or other assets of any employe welfare fund, 
or of any fund connected therewith, shall be fined not more than $10,000 or 
imprisoned not more than 5 years, or both. 

(5) In any case where, after notice and a hearing, the commissioner finds 
that any employe welfare fund has been depleted by reason of any wrongful or 
negligent act or omission of a trustee or of any other person, he may transmit a 
eopy of his findings to the attorney general, who may bring an action in the 
name of the people of the state, or intervene in an action brought by or on behalf 
of an employe, for the recovery of such fund for the benefit of the employes and 
such other persons as may have an interest in the fund. 

211.15 INgsuNctTions. (1) The commissioner may maintain and prosecute an 
action against any trustee or any other person or persons subject to any pro- 
visions of this chapter, for the purpose of obtaining an injunction restraining 
such persons from doing any acts in violation of this chapter. If the court finds 
that a defendant is threatening or is likely to do any act in violation of this 
chapter, and that such violation will cause irreparable injury to the interests of 
the people of this state or the beneficiaries of the employe welfare fund involved 
or any employer contributing to such fund, the court may grant an injunction 
restraining such violation. The court may, on motion and affidavits, grant a 
preliminary injunction ex parte and an interlocutory injunction, upon such 
terms as may be just; but the commissioner shall not be required to give security 
before the issuance of any such injunction. 

(2) In any case where an employer doing business in the state continues to 
make payments to trustees of any employe welfare fund after receipt of notifi- 
cation from the commissioner pursuant to s. 211.12 that the trustees have failed 
to register the fund or are otherwise failing to comply with the provisions of 
this chapter, the commissioner shall forthwith apply for an injunction, as pro- 
vided in sub. (1), to restrain the employer from making any further payments 
to the trustee or trustees pending further order of the court; and if the court 
finds that the trustees have failed to register the fund or are otherwise failing 
to comply with any of the provisions of this chapter, the court may permanently 
enjoin such payments and make such further orders as may be necessary to 
protect the interests of the employes or the employers in this state with respect 
to any further payments to the fund from the employer: 

(3) Either the commissioner or the employer or the trustees or any trustee 


may apply to the court at any time to have an injunction issued under this chapter 
vacated. 
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211.16 ConstTRuCTION. (1) Nothing in this chapter shall be construed to 
relieve the trustees of any employe welfare fund from compliance with any other 
provision of this chapter or any other applicable laws of this state. 

(2) In order to carry out the objectives of this chapter to protect the interests 
of the employes or the employers in this state from fraud and mismanagement 
of employe welfare funds and to assure the faithful discharge of the responsi- 
bilities of the trustees and fiduciaries of such funds, the provisions of this chapter 
are to be liberally construed. 

FISCAL NOTE.—This proposal provides for an annual general fund appropriation of 
$25,000. Accordingly, it is estimated that the executive budget general fund expenditures 
will be increased by $25,000, pius an undetermined amount for the cost-of-living bonuses, 
retirement and social security contributions. 


This estimate does not include any sum for the examinations provided for in the propose! 
as the expenses and salaries of examiners are to be charged back to the fund examined. 


COMMISSIONER OF INSURANCE. 


STATE OF NEW YORK INSURANCE DEPARTMEN’ 
WELFARE FUND BUREAU 
GENERAL INSTRUCTIONS 


(Read carefully before filling out Registration Statement) 


1. Purpose of Registration Statement. The form of registration statement is 
designed to permit ready and easy compliance with the registration requirements 
of the Employee Welfare Fund Act of 1956. (Section 37b, Article III A of the 
Insurance Law (L. 1956, Ch. 774). More detailed information may be required 
at a later date. 

2. Funds which must be registered. Funds providing employee benefits which 
are embraced within the following definition of “Employee Welfare Fund” must 
be registered : 

“* * * any trust fund or other fund established or maintained jointly by 
one or more employers together with one or more labor organizations, whether 
directly or through trustees, to provide employee benefits, by the purchase 
of insurance or annuity contracts or otherwise, and to which is paid or con- 
tracted to be paid anything, other than income from investments of such 
fund, by or on behalf of any employer doing business in this state or for 
the benefit of any person or persons employed in this state; * * *” 

3. Who must prepare and file Registration Statement. The registration state- 
ment must be executed by two members of the Board of Individual Trustees, 
Pension Board, Committee or other similar body. A SEPARATE REGISTRATION STATE- 
MENT MUST BE FILED FOR EACH “EMPLOYEE WELFARE FUND” FOR WHICH SUCH BOARD 
OR COMMITTEE ACTS. If the board or committee is composed of both employer 
und labor representatives, the registration statement must be signed by one from 
each group. 

4. When Registration Statement must be filed. Funds which were in operation 
in this State on September 1, 1956, must be registered on or before November 30, 
1956. Funds commencing operations in this State after September 1, 1956, must 
be registered within three months after so commencing operations. 

5. Where Registration Statement must be filed. When completed the registra 
tion statement should be mailed or delivered to the New York State Insurance 
Department, Welfare Fund Bureau, 61 Broadway, New York 6, New York. 

6. Documents to be filed with Registration Statement. The following document: 
should be submitted together with each completed registration statement : 

(a) Plan as amended to date 

(b) Trust Indenture as amended to date 

(c) Any separate Trust Indenture or other instrument appointing a bank 
or trust company to act as trustee or agent 

(d) Any collective bargaining agreement or agreements, or the provision 
or provisions thereof, relating to the Plan or Fund 

(e) Any booklet or other written material descriptive of the Plan or Fund 
that is given or made available to participating employees 

(f) Latest financial statement or accountant's report, if any. 
Definitions. As used in the registration statement, the following phrases 

nae the following meanings 

(a) “Participating | labor organization” refers to a labor organization which 
is a party to, or has participated in negotiations which have resulted in, an 
agreement or agreements relating to or affecting the plan or fund 
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(b) “Affiliated or associated welfare fund” means an “Employee Welfare 
Fund” which provides employee benefits for the same or substantially the 
same group of employees, or for the employees of the same or a substantially 
similar group of participating employers, or which is administered by the 
same, or substantially the same, Board of Individual Trustees, Pension Board, 
Committee or other similar body. 

8. Penalty for failure to file Registration Statement. The Superintendent may 
impose a penalty of not to exceed $2,500 upon any trustee of an “Employee Wel- 
fare Fund” which the law requires to be registered, or may remove such trustee 
from office, or both, if after notice and a hearing the Superintendent finds that the 
trustee has wilfully failed to file such statement. 





STATE OF NEW YORK INSURANCE DEPARTMEN' | 
WELFARE FUND BUREAU 
REGISTRATION STATEMENT FOR EMPLOYEE WELFARE FUNDS 


(Before filling out this form read the instructions carefully. All answers should 
be printed or typed. If additional space is required to answer any question, 
prepare and annex a rider. If the answer to a question is “none” or “not 

applicable,” so indicate in the space provided) 

a a a sie Year Orig. Estab____-_-- a 


Address Telephone Number 
Members of Board of Individual Trustees, Pension Board, Committee, or other 
similar body: 
Name Address 
(a) Designated by employer(s) : 
(b) Designated by labor organization(s) or employees: 
(c) Other members: 
3. Officer of Fund to whom communications should be directed : 


Name Title 
4. Participating labor organization(s) (See Instruction No. 7) : 

Name Address 
>. Affiliated or associated welfare funds (See Instruction No. 7) 

Name Address 


G. Number of participating employers as of September 1, 1956:___.______- . 
7. Approximate number of employees as of September 1, 1956: 
I UI OO i i his sittin eines aien eee anne 
I i etre mains rene pen apes say si auces Cai lc tt ka 
ane ile RNa ok hla acetate lahachliphic Rare deta bash coneediveiniv tenses, |binb eaee-dinbeaemstqnapin ween 
Ss. Benefits: 
(a) Check type or types of benefits provided by Fund: 


Death____- iibeciea alli Fanta tase Medical_....... bape tabu Sadatee ces 
I singe ia tid cainichatioadininciens eR i cc iil ecrcse 
Hospitalization_____~_- seeds LO ES REE a anlar reer lite 
SS es er ee ee ee Pension or retirement_________ 


Other (Specify) .....--- 
(b) Insurance Companies, if any, and types of benetits included in policies : 


Name of Company Type of Benefit 
(c) ‘Insurance broker or agent; consultant and/or actuary: 
Name Address 
(d) Bank or Trust Company, if any, appointed as trustee or agent: 
Name Address 


9 Check documents and other papers, copies of which are submitted herewith 
pursuant to Instruction No. 6: 
(a) Plan as amended to date___.._______-_____- a Se ee a a 
(b) Trust Indenture as amended to date___.__-.._________- Ei dy. 4 chhiseiesGodeante 
(c) Any separate Trust Indenture or other instrument appointing 
bank or trust company to act as trustee or agent__________ atc bokes th nica 
(d) Collective bargaining agreement(s), or the provision or 
provisions thereof, relating to the Plan or Fund_________- ied ee a 





$$ 
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(e) Any booklet or other written material descriptive of the 
Plan or Fund that is given or made available to participating 
CNBIGFOOD ek See Ok eee mene 

(f) Latest financial statement or accountant’s report 

( Signatures—See 
Instruction No. 3) 


STATE OF 
County of ————, 88: 


caivennitbambaeumaeertcdy iidilie ti iiedte aman aate Masta aia ia a lah at csmnen teal 


being duly sworn, depose and say that they are members of the Board of 
Trustees 


(if other, specify) 
of the captioned Fund, are familiar with the operations of said Fund, and that 
the answers given in this Registration Statement are true and complete to the 
best of their information, knowledge, and belief, and that their signatures are 
affixed hereto by authority of said body. 
Sworn to before me this day 
of , 195-. 


STaTeE OF New YorK, INSURANCE DEPARTMENT, REGULATION No. 36 
ANNUAL REPORTS FILED BY EMPLOYEE WELFARE FUNDS 


Pursuant to section 37 (i) of the New York insurance law, each employee 
welfare fund subject to the law is required to file with the superintendent an 
“annual report.” This is a condensed report, containing certain pertinent in- 
formation from the annual statement, designed for distribution to employee- 
members, contributing employers and participating labor organizations. Seec- 
tion 37 (i) reads in part as follows: 

“Such annual report shall be kept on file with the superintendent and 
at the principal office of the trustees and such report, or such portion thereof 
as the superintendent shall deem appropriate and relevant, shall be made 
available by the superintendent or by the trustees, or both, for inspection 
by any employer contributing to such fund, by any labor organization which 
is a party to an agreement establishing such fund, or by any employee 
covered by such fund. In addition and to such extent that he deems it to 
be in the public interest, the superintendent may require the trustees to 
mail such report, or such portions thereof as the superintendent shall deem 
appropriate and relevant, to employees covered by the fund, to contributing 
employers or to any labor organization which is a party to an agreement 
establishing such fund, or to any or all of such parties.” 

It is hereby directed that each employee welfare fund shall distribute the 
annual report as follows: 

1. A copy of the annual report to be filed with the superintendent on or 
before March 1, shall be sent to each employee-member, contributing em- 
ployer and participating labor organizations not later than June 1, 1957. 

2. A copy of the annual report required to be filed subsequent to March 1, 
1957, shall be sent to each employee-member, contributing employer and par- 
ticipating labor organization not later than 5 months after the close of the 
fund’s fiscal period covered by the report. 

3. Publication of the annual report in a periodical distributed to all 
employee-members, contributing employers and participating labor organi- 
zations shall be deemed compliance with the foregoing requirements pro- 
viding attention is directed to such publication on the first page or the cover 
of the periodical, in type not less than 18 point. 

The superintendent reserves the right to prescribe, in specific cases, the 
method to be followed in distributing and publicizing the annual report. 

This regulation is made pursuant to sections 21 and 37 (i) of the insurance 
law, and shall become effective upon filing with the Secretary of State. 


(Signed) Lerrert Horz, 


Superintendent of Insurance. 
Dated: January 23, 1957. 


ES ERSTE 
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STATE oF New YorK INSURANCE DEPARTMENT 
WELFARE FUND BUREAU 


INSTRUCTIONS FOR COMPLETING THE 1956 ANNUAL STATEMENT BLANK (EMPLOYER 
WELFARE FUNDS) 


GENERAL 


(1) Date of filing: The statement is required to be filed, in duplicate, on or 
before March 1, 1957. Address replies to New York State Insurance Department, 
Welfare Fund Bureau, 61 Broadway, New York 6, New York. 

(2) The statement must cover the calendar year 1956 unless a different fiscal 
year has been approved specifically by the Superintendent of Insurance. 

(3) A separate statement must be filed for each “employee welfare fund” for 
which the trustees act. 

(4) The statement may be handwritten—in ink—or typewritten. The sheets 
have been designed for ready insertion in any standard typewriter. 

(5) The statement must be executed by two members of the Board of Individual] 
Trustees, Pension Board, Committee, or other similar body. If the board or 
committee is composed of bot employer and labor representatives, the annual 
statement must be signed by one from each group. 

(6) Blank schedules will not be accepted. If no entries are to be made, write 
“None” or “Nothing” across the schedule in question. 

(7) Check marks will not be accepted as answers or interrogatories. 

(8) Where there is insufficient space in the blank to answer a question, attach 
a sheet to the blank, taking care that the name of the fund and the year is stamped 
or plainly written at the top of each such sheet. 


PAGE 1—OFFICERS OF FUND 


(1) “Administrator” means the person, firm, or corporation responsible for the 
overall management, under the general direction of the Trustees, of the affairs of 
the welfare fund. 

2) “Fiscal Officer’? means the person in charge of accounts and monies of the 
fund, 
ASSETS AND SUPPORTING SCHEDULES 


(1) Bonds, stocks, and real estate should be carried on Page 2 at the values in 
the columns “Value Carried in Assets” on schedules A, C, and D. 

(2) While the Law does not prescribe standards of valuation of invested 
assets, the values at which such assets are carried must conform with sound 
accounting practice. Arbitrary or unreasonable valuations will not be accepted. 


LIABILITIES AND UNASSIGNED FUNDS 
Lines 1, 2, and 3—Reserves 
These lines are for the showing of reserves applicable only to those funds which 
provide benefits directly and not through insurance companies. While the Law 
does not prescribe standards for the establishment of such reserves, the amounts 
thereof should conform with sound accounting practice: 
Line 1 should include adequate provision for all known outstanding 
claims, and an amount estimated for claims incurred but not reported. 
Line 2 should include any provision made for payment of future benefits. 
ec. Line 3 should include any provision made for payment of pensions or 
retirement benefits. 
The term “health” as used on Lines 1 and 2 includes cash disability, hospital, 
surgical, medical, and major medical benefits, and may include accidental death 
and dismemberment benefits. 


SUMMARY OF OPERATIONS 

Lines 1 and 2—Employer and employce contributions 

The amounts on these lines should be prepared as follows: 
Contributions actually received during the year 

Add contributions due and unpé 1id as of end of current. year 
Less contributions due and unpaid as of end of previous year 
Add contributions received in advance as of end of previous year_ 
Less contributions received in advance as of end of current year_ 
Net (enter at Lines 1 and 2)-_-_-_---_- 


oN 


OU § 
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Line 8 and Evhibit 1—Interest, dividends and real estate net income 
1. Include amounts paid for accrued interest on purchases. 
Income on investments sold during the year: Include in Exhibit 1 on blank 
Lines 6-9. 


Lines 4 and 14 and Erhibit 2—Profits and losses on disposal of investments 


: Sater profits and losses on sale, redemption or other disposal of investments. 

2. “Book value at date of disposal” is the amount at which the investment was 
actually. carried on the books of account on the day of disposal. 

3. “Profit” (or loss) is the difference between the consideration received on dis- 
posal and the book value. 


Lines 5 and 15 and Exhibit 8—Increases and decreases by adjustment in asset 
values of investments 

Include all write-ups or write-downs of investments, such as adjustments to 

reflect changes in market or amortized values and depreciation charges. These 


lines should include all adjustments of investments, except as reported on Lines 
4 and 14. 


Line 6—Dividends and experience rating refunds from insurance companies 
in connection with member benefits 
Include such amounts actually received, plus amounts receivable as of the end 
of the current year (Line 10, Page 2), less amounts receivable as of the end of 
previous year. 


Line 11—Premiums and annuity considerations to insurance companies for 
member benefits 


This item should comprise the following: 


Premiums actually paid during the current year_____-_-____-__-~_~ 
2. Less prepaid premiums as of the end of the current year (Line 9, 
Page 2) pe sat paacumeieeads 
3. Add prepaid premiums as of the e nd of pre’ Go ae 
4. Add premiums due to insurance companies as of the end of the 
current year (Line 6, Page 3) - phate 
Less premiums due to insurance compa anies as of the e md ‘of the pre- 
vions year........... es coin 
6. Net (enter at Line 11)_ 


Exhibit 4.—The premiums and dividends and experience rating refunds on this 
Exhibit are on a policy-year basis and normally will not agree with Lines 6 
and 11 of Page 4. Each insurance company with which the fund does business 
is required by law to furnish the information required for Exhibit 4 and should 
be requested to do so in time for convenient reporting in the Annual Statement. 
Line 12 and Exhibit 5—Benefits directly provided to members 

This line (and Exhibit 5) is applicable only to benefits not insured. 

Line 13 and Exhibits 6,7 and 8—General expenses 

The kinds of expenses included in each of the expense classifications on 

Exhibit 6 should conform with the fund’s own system of expenses classification 


during the year covered by the statement—provided such system’ was in accord- 
ance with accepted accounting practice. 


Exclude: Real estate expenses (deduct from real estate income). 
Exhibits 7 and 8.—The totals must agree with the appropriate expense classi- 
fications on Exhibit 6. 
GENERAL INTERROGATORIES 


As used in the General Interrogatories, the following phrases have the fol- 
lowing meanings: 

(1) “Partie ipating labor organization” refers to a labor organization which 
has partic ipated in an agreement affecting the employee welfare fund. 

(2) “Associated or affiliated fund’’ means an Employee Welfare Fund which 
provides employee benefits for the same or substantially the same group of 
employees, or which is administered by the same, or substantially the same, 
soard of Individual Trustees, Pension Board, Committee or other similar body. 
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SUUPLEMENT TO THE ANNUAL STATEMENT 


(Sent only to pension funds) 


The Supplement is applicable only to pension funds which do not insure the 
benefits. Other pension and welfare funds should not file this statement. 


PENALTY FOR FAILURE TO FILE THE ANNUAL STATEMENT 


The Superintendent may impose a penalty of not to exceed $2,500, upon any 
trustee of any Employee Welfare Fund covered by Article III-A of the Insurance 
Law, or may remove such trustee from office, or both, it after notice and hearing 
the Superintendent finds that the Trustee has wilfully failed to file the Annual 
Statement. 





Employee Welfare Funds 


STATE OF NEW YORK 
INSURANCE DEPARTMENT 





ANNUAL REPORT 
Filed with the Superintendent of Insurance 


for the calendar year 195 


or the fiscal year ended 195 


Nome of fund 


Address 


Pursuant to 


Article 1A of the New York Insurance Law 


Administrator 
Fiscal Officer 
Note: The data contained herein is for the purpose of providing general 
information as to the condition and affairs of the fund. The 
presentation is necessarily abbreviated. For a more comprehensive 
treatment, refer to the Annual Statement, copies of which may be 
inspected at the office of the fund, or at the New York State Insurance 
Department, Welfare Fund Bureau, 61 Broadway, New York 6, N. Y. 
7-2M (6B-407 


93947 O—57 


Page | 
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Page 2 


INSTRUCTIONS 


(1) All data in the Annual Report is to be copied or compiled from the 
Annual Statement. 


(2) The Annual Report is required to be filed, in duplicate, not later than 
. Address replies to New York State Insurance Depart- 
ment, Welfare Fund Bureau, 61 Broadway, New York 6, N. Y. 
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Page 3 


Annual Report of the 


CONDENSED STATEMENT 
OF ASSETS, LIABILITIES AND 
UNASSIGNED FUNDS 


Assets 
Invested assets 


Cash 


Contributions from employers and employee-members due and unpaid, 
including $____..___ more than two months past due. 


Other assets 


Total 


Liabilities and Unassigned Funds 
Reserves for benefits not insured 
Other liabilities 

Unassigned Funds 


Total 
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Page 4 


eurpep > 


— 


12. 
13. 
14. 
15. 


16. 
17. 
18. 
19. 
20. 
21. 
22. 


23. 
24. 


25. 
26. 
27. 
28. 


PF Fr™ 


Annual Report of the 


SUMMARY OF OPERATIONS 


Contributions from employers $ 
Contributions from employee-members 

Interest, dividends and real estate net income 

Profit on disposal of investments 

Increase by adjustment in asset values of investments 

Dividends and experience rating refunds from insurance companies in 
connection with member benefits 


Other income: 


DEDUCT: 


. Premiums and annuity considerations to insurance companies for 


member benefits $ 
Benefits directly provided to members 

General expenses 

Loss on disposal of investments 

Decrease by adjustment in asset values of investments 


Other: 
Total (Lines 11-18 incl.) i scpeeapteerignsinteeinimbicomenantn 
Net increase or decrease before reserves (Line 10 less Line 19) $ 


Increase or decrease in reserves for benefits not insured 
Net increase or decrease after reserves (Line 20 plus or minus Line 21) $ 


UNASSIGNED FUNDS ACCOUNT 


Unassigned Funds at beginning of year $ 
Net increase or decrease from Item 22 above 
Other charges or credits to Unassigned Funds (itemize): 


Unassigned Funds at end of year $ 
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Page 5 
Annual Report of the 
Experience Under Insurance Contracts 
(Based on Information Obtained From Insurance Companies) 
: PERCENT OF COL 2 
1) 2 (3 4 (5 6) (7 
ze > 
Premiums S8s/] oF 8 § _s 
TYPE OF COVERAGE = ams : is 3 3 E 5 34 
Ending Considerations : i = & 3 3 
% on % oe ~ 
1. Life $ 
2. Accidental death and 
dismemberment 
3. Cash Disability 
4. Major Medical 
5. Medical 
6. Surgical 
7. Hospital 
8. ™ 
9. 
10. 
11. Pension or Retirement XXXX XXX 
Note. The foregoing exhibit is on @ policy year basis and normally will not agree with amounts on Page 4. 
Benefits Directly Provided to Members—Current Year 
7 TYPE OF BENEFIT deem 
1. Death $ 
2. Cash Disability 
3. Hospital 
4. Surgical 
5. Medical 
6. Unemployment 
7. Vacation 
8. 
9. 
10. 
VW 
12. Pension or Retirement 


13. Total (per Line 12, Page 4) $ 
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Page 6 


State of 


County of 


AND PENSION PLANS LEGISLATION 


Annual Report of the 


bis 


J 


, and 


Trustees of the Fund, being duly sworn, each for himself deposes and says 
that this Annual Report is true to the best of his information, knowledge 


and belief. 


Subscribed and sworn to before me 


this 


day of 
, 105 


Note: If the Trustees are composed of both employer and employee (or 
labor organization) representatives, the above affidavit must be 


signed by one from each group. 








STATE OF NEW YORK 


INSURANCE DEPARTMENT 


Copy of 


PAGES 8 AND 9 


of the 
ANNUAL STATEMENT FILED BY 


EMPLOYEE WELFARE FUNDS 


067 
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Page 8 














1956 
ANNUAL STATEMENT OF THE 
Experience Under Insurance Contracts 
(Information to be obtained, in writing, from insurance companies — to cover the latest completed policy year) 
a) (2) q3) (4) “Gs 
Dividends and Expenence Rian Renenail 
Rating Refunds a - 
Policy Premiums and Per Pe Outstanding 
TYPE OF COVERAGE Year Annuity Con Cent Claims I e 
Ending Considerations Amount f Amount f in € ‘4 
c C 
$ $ ee ee ae 
Life 
< a eath and 
nah tlinn 
4. Major Me al 
Medica 
7. H tal 
. ‘eux ts $ $ 
Pension or Retirement x xxx ixxxvxxvxxvvlyy 
2 T o = Sie $ x x 
Note A: The amounts shown on this Exhibit are on a policy year basis and r a agree , ; 
Note B: State whether the amounts in the column “Dividends and Experience Ra k 
any person, firm or corporation other than the policy holder If “yes,” ex 
Yesor N 
Note C: When two or more of the above listed coverages are included ef y, the appropriate line items st 








WELFARE AND PENSION PLANS LEGISLATION 569 

















Page 9 
ANNUAL STATEMENT OF THE 
EXHIBIT 4—PART I! 
Commission and Allowances Under Insurance Contracts 
(Information to be obtained, in writing, from insurance companies — to cover the same policy year as Part I) 
a) (2) (3) (4) 
Commission Allowances (See Note E) 
ae Per Per 
TYPE OF COVERAGE Name of Insurance Momeo ant Adipose of Cent Cent 
Company Recipients of of of 
Commission and Allowances Amount Col. 2 Amount Col. 2 
(Part (Part 
peniaieiniian a OS ee on 
3 1$ 
una 
ent 
a 
¢ , 
rm I d 
r a 
9 
2 $ $ 
Pe r Retirement 
al $ $ 
Note D by reason of termination of a policy, there was more than one insurer for a type of coverage, the data for one such in 
uld be shown on this Exhibit (Parts I and I1), and data for the other should be shown a separate sheet cor ng 
jetails with this Exhibit 
Note E \ an should include a r a fees, service fees, or any other form of a wance ement expense or 
pe tion her thar mmission) paid by insurer to agents or brokers, applicant F jers, or to other individuals 
and firms 
{ the recipients of Commission and Allowances were licensed as ‘ ager nsurance brokers in 
{ services performed on behalf of the insurer 


Note F: State 
If “no,” state occupation of the recipient a atu 


Yeo or No 








NEW YORK 


ANNUAL STATEMENT 


of the 


(Name of Welfare Fund) 


(Address of Fund) 


to the 
SUPERINTENDENT OF INSURANCE 
of the 


STATE OF NEW YORK 


For the calendar year 1956 or the fiscal year 
ended , 1956 





oe eeeepenennnaananmeunpecneenmeniaell 


EMPLOYEE WELFARE FUNDS 


1956 


D- B+-6M sets (10-S 


r 


i 
i 
i] 
li 
iy 
| 
4 
+, 
i 
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Page | 


EMPLOYEE WELFARE FUNDS 


ANNUAL STATEMENT 


For the Calendar Year 1956 or the Fiscal Year Ended , 1956 
of the Condition and Affairs of the 
(Name of Welfare Fund) 
(Address of Fund) 
MADE TO THE 


SUPERINTENDENT OF INSURANCE OF THE STATE OF NEW YORK 
PURSUANT TO THE LAWS THEREOF 


Telephone No 

Administrator Other Occupation and Union or Business Affiliation: 
(Name) 

Fiscal Officer 


(Name and Title) 
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Page 2 1956 


ANNUAL STATEMENT OF THE 





ASSETS 





1. Real estate, less $ encumbrances and less $ reserve for depreciation 


Schedule A) $ 
2. Mortgage loans on real estate (Schedule B) 
3. Bonds (Schedule C) 
4. Stocks (Schedule D 
5. Cash in office 


6. Cash in banks (Schedule E 


7. Contributions from employers due and unpaid, including $ re than two months past 
due 

8 Contributions from employee-members due and unpaid including $ more than tw 
months past due 

9. Premiums or annuity considerations paid in advance to insurance companies for member benefits 

10. Dividends or experience-rating refunds for completed policy years due from insurance mpanies 

Il. Interest due and accrued 

Other Assets (List each separately 

12 

13 

14 

1S Total Assets $ 
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ANNUAL STATEMENT OF THE 


575 


Page 3 





LIABILITIES AND UNASSIGNED FUNDS 





1. Reserve for outstanding benefit claims not covered by an insurance company (excluding pension or retire- 
ment benefits) 
1.1 Death , : ee — o 
12 Health 
1.3 Unemployment 


1.4 Vacation 


1.5 . 
16 
17 Total $ 
Reserve for future benefits not covered by an insurance company (excluding pension or retirement benefits) 

2.1 Death z 
22 Health 
2.3 Unemployment 
2.4 Vacation 
25 
26 
27 Total 

3. Reserve for pension or retirement benefits not covered by an insurance company 

4. Contributions from employers received in advance of due date 

5. ( tributions from employee-members received in advance of due date 

6. Premiums and annuity considerations due to insurance companies for member benefits 

7. General expenses due or accrued 
Other Liabilities or special funds 

& 

Q 

10 
Total Liabilities $ 


12. Unassigned funds 
& 


Total 


wan 
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PLANS LEGISLATION 


ANNUAL STATEMENT OF THE 





1956 





SUMMARY OF OPERATIONS 





ows Oh 


ll 
12 


14 
15 


Contributions from employers 

Contributions from employee-members 

Interest, dividends and real estate net income (Per Exhibit 1) 
Profit on disposal of investments (Per Exhibit 2) 


Increase by adjustment in asset values of investménts (Per Exhibit 3) 


Dividends and experience rating refunds from insurance companies in connection with member benefits 


Other income 


Total 


DEDUCT 


Premiums and annuity considerations to insurance companies for member benefits 


Benefits directly provided to members (Per Exhibit 5) 

General expenses (Per Exhibit 6) 

Loss on disposal of investments (Per Exhibit 2) 

Decrease by adjustment in asset values of investments (Per Exhibit 3) 
Other 


Total (Lines 11-18 incl 
Net increase or decrease before reserves (Line 10, less Line 19) 
Increase or decrease in reserves (Difference between reserves at Lines | 
at end of previous year) 


Net increase or decrease after reserves (Line 20 plus or minus Line 21) 
r 


UNASSIGNED FUNDS 


Unassigned Funds at beginning of year 
Net increase or decrease from Item 22 above 


Other charges or credits to Unassigned Funds (itemize) 


Unassigned Funds at end of year (Per Line 12, Page 3) 


2 and 3 of Page 3 and same 


ACCOUNT 


” 








wn” 


“ 


1A 
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Page 5 


EXHIBITS, SCHEDULES 


AND INTERROGATORIES 
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Page 6 1956 
ANNUAL STATEMENT OF THE 


EXHIBIT 1 
Interest, Dividends and Real Estate Net Income 





Received during year: 





























Amount 
1. Real estate net income per Schedule A $ 
2. Interest on mortgage loans a B 
3. Interest on bonds c 
4. Dividends on stocks D 
5. Interest on cash in banks E 
Other investment income (itemize) 
6. 
7 
& 
9 —_— 
10. Total $ 
ll. Add interest due and accrued end of current year (per Line 11, Page 2) 
12 Total aes Guptip es 4s eutin.ot ; $ 
13. Deduct interest due and accrued end of previous year we 
14 Total per Line 3, Page 4 $ 
EXHIBIT 2 
Profits and Losses on Disposa! of Investments 
qi) @) «@) (4) (5) 
DESCRIPTION | (a) From Whom Purchased and Date ia Profit or Loss 
(List each security or other investment) (>) To Whom Sold (or Disposed) wane (Prefix M 
j and Date ate Gost Date of Disposal eee Signs c. omen) 
(a) $ $ $ $ 
ocala sable (b) ‘ — . 
(a) 
| (b) 
| (a) 
(b) oe se 
| (a) a ~ << 
(b) 
(a) 
—— 7 — j (b) 2 od “ 
(a) 
ae eal 
| (a) 
=e |_(b) vate 
a) 
4 7 ro (b) 
(a) = = 


(b) 
Total Profits per Line 4, Page 4 


Total Losses per Line 14, Page 4 


WELFARE AND PENSION PLANS LEGISLATION 579 lj 











1956 Page 7 
ANNUAL STATEMENT OF THE } 
\ 
EXHIBIT 3 
Increases and Decreases, by Adjustment, in Asset Values of Investments 4 
DESCRIPTION a) (2) (3) 
(List each security or other investment) | Reason for Increase or Decrease Increase Decrease 
$ $ 
palllticn hic zs sa 
i 
| 


5 and 15, Page 4 
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Page 8 1956 
ANNUAL STATEMENT OF THE 


EXHIBIT 4—PART | 


Experience Under Insurance Contracts 


(Information to be obtained, in writing, from insurance companies — to cover the latest completed policy year) 














qa) @) «@) (4) Gs 
Dividends and Experience 4 
Rating Refunds sisal 
Policy Premiums and Per Pe 
TYPE OF COVERAGE Year Annuity Cent Cent 
Ending Considerations Amount Amount , { + 
Col Cc 
a ee oe ee a 
$ $ $ $ 
Lite 
2 a 
dismem 
3 ash Disability 
4. Ma Medical 
Medica 
Surgica 
ya tal | 
g 
9 } 
Tota cS $ $ < 
Pension or Retirement xXxxxXx wee ee IRR xX XxX XX 
2 Tota XX Xi §$ $ x X 
Note A: The amounts w Ex are a a x g 3 
Note B tate whether the ar the mn “I ¢ Experience Rating Ref r any payme dir 
any n er th ” e ex 
ay N 
Note C: When two or more of the above lis verages are included et y a ‘ c 
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1956 



































Page 9 
ANNUAL STATEMENT OF THE 
EXHIBIT 4—PART I! 
Commission and Allowances Under Insurance Contracts 
(Information to be obtained, in writing, from insurance companies — to cover the same policy year as Part I 
F a) (2) an (4) 
Commission Allowances (See Note E) 
Per Per 
Names and Addresses of 
TYPE OF COVERAGE Name of Insurance 4 Cent Ft 
Company ecipients of ‘ f 
Commission and Allowances Amount Col. 2 Amount Col.2 
Part (Part 
1. Life - _— nae : 9 
2. Accidental death and 
smemberment | 
_ wens } i 
3. Cash Disability 
4. Major Medica | 
5. Medical q 
6. Surgical | 
a \ 
7. Hospital } 
x 
) 
a $ $ 
Pension or Retirement 
$ $ 
Note D: If, by reason tion of a policy, there was more than one insurer for a ty] he data € 
s wn on this Exhibit (Parts I and I1), and data for the other should be show a sey te shee esp 1 
hos th this Exhibit 
Note E Allowances” should include administration fees, service fees ther f al xf 
a her than commiss paid b r to agents or brokers, apt le r to ot 
and firms 
Note F: State whethe f the recipients of Commission and Allowances were licensed as ¢ agents k 
New York Stat If state 0 of the recipient and nature of es performe 
Yes or N 
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Page 10 1956 
ANNUAL STATEMENT OF THE 


EXHIBIT 5 


Benefits Directly Provided to Members — Current Year 








qi) (2) (3) (4) 
TYPE OF BENEFIT Outstanding Outstanding oe 
Benefit Payments Benefit Claims Benefit Claims — om 
Current Year Previous Year (Cols. 1-+2—3) 
$ | + $ $ 
1. Death 
Cash Disability 
3. Hospital 
4. Surgical 
5 
6 ment 
7 
8 
9 
10 = 
l Totals $ $ 5 $ 
12. Pension or Retirement RARAKRALAAAKRAARTAKKKIARE 
3 Totals s vv Y¥ xlyvyyy x x x x 
Note: The total at 1 Line 13 should agree with Line 12 Page 4 
The total! at 2 Line 11 should agree with Line 17 Page 3 
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1956 





















































Page |! 
ANNUAL STATEMENT OF THE 
Analysis of General Expenses 
KIND OF EXPENSE } AMOUNT 
1. Salaries and fees of trustees, officers and employees (Exhibit 8) $ 
2. Allowances to trustees, officers and employees (Exhibit 8) _ =. = 
3. Professional services (Exhibit 7) 
4 Rent : —— ~ = Pa 
5. Printing and stationery - cs 
6. Postage, telephone and telegraph, exchange and express ; 
7. Insurance (other than member benefits) 
8. Travel (Exhibit 8) : 
9. Furniture and equipment _ 
Taxes, licenses and fees 
Other (itemize) 
. . sigue ai . 
i3 
4 Total - — $ 
15. Add general expenses due or accrued current year ( Line 7, Page 3) 
16. Deduct general expen due or accrued — previous year 
7 Total (Line 13, Page 4) $ 
Professional Services 
List below the names and addresses of recipients of payments for professional services (including but not restricted to attorne a r 
tants, actuaries and physicians). Indicate the nature of the services performed, and the total compensat fees and allowances dt g 
the year. Include payments to a firm or corporation which administers the affairs of the fund 
NAME AND ADDRESS NATURE OF SERVICE AMOUNT 
ee 
Total (Line 3, Exhibit 6 ha $ 
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Page |2 


List each of t 


st each ¢ 


year 


Balance 


WELFARE AND PENSION PLANS 


ANNUAL STATEMENT OF THE 


EXHIBIT 8 


Salaries, Allowances and Travel 


qa) 
— TITLE 


he fund officers and trustees who received salary, fees, allowances and 





LEGISLATION 


1956 











wr travel expenses during the curre ea 
(2) (3) (4) 
Salaries and n 
Fees Allowances Travel 
$ $ $ eS 
xpenses exceeded $5,001 g 





(2) (3) (4) 
‘nial PRINCIPAL DUTY aoe Allowances Travel 
$ $ $ 
$ g $ 
{ Salaries and Fees, Allowances and Travel 
s Oa agree ¢ 2and 8 Exh $ $ 
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1956 












































Page !3 
ANNUAL STATEMENT OF THE 
Real Estate Owned 
Description of Real Estate — Nature of a) @) | @) 4) (5) NET INCOME 
Encumbrances, if any, and | Date | Amountof | Actual Cost Reserve for | Value Carried (6) q@) 
Name of Vendor | Acquired | Encumbrances Depreciation in Assets* | Previous Year Current Year 
| $ $ $ $ | $ $ 
sea : ae i a alien Ltn ih aipetietennlinaaenalin 
} | 
| 
prance ee ee ee } Renee 
} 
} | 
| 
. | 
| = = miei commana 
| 
- ms disicaes aaioasa 
| | } 
' | < . ~ | 
| | 
. . | 
Tota | $ i$ $ $ $ $ 
* State basis on which this value was determined 
Note: The total of Column 5 should agree with Line 1, Page 2 
Mortgage Loans 
qi) @) INTEREST (7) 
1D { Mortgaged A U ® oO “ “ Ameen 
Location an¢ escription o! ortgag mount Un " _ on 
Property, and Name of Mortgagee an paid—Endof | Rate Interest Amount Past Amount sia Fa — 
iven Current Year of Dates Due — End of Received es 
| . — Current Year During Year Buildings 
| $ g F $ 
| > 
| 
Totals 3 $ $ * 
e gag rst lier 
Note ‘ n2 ild agree with e 2, Page 2 
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Page 14 


PLANS LEGISLATION 





1956 
ANNUAL STATEMENT OF THE 
SCHEDULE C 
Bonds Owned 
2 3 4 (5) 6 
DESCRIPTION @ @) (3) (4) ( (6) 

(Including Interest Rate, Maturity and Interest Dates) Date *Value Carried courted 

and Name of Vendor Acquired ActualCost | Par Value Market Value Saas ae 

| uring Year 

, 
$ |$ $ $ $ 
— a = enconectin a corinne 
| 
Ss ‘ ~ en a : 
| 
| 
- - - | 
| 
: i 
} 
| 
| 
| 
simteth | 
Totals $ $ $ $ $ 
* State basis on which this value was determined 
Note: The total a y agree with Line 3, Page 2 
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1956 Page I5 


ANNUAL STATEMENT OF THE 


SCHEDULE D 
Stocks Owned 













| 44 | 
Market 
Rate 


qa) 
Date 


@) 
No. of 


(5) 








(6) q7) 


*Value | Dividends 





DESCRIPTION AND NAME 























OF VENDOR Acquired Shares Actual Cost Per | Market Value Carried in Received 
| Share | Assets | During Year 
$ | $ 1 $ $ 

oe 
| } 
} 
= | 
| | 
Zz 
| 
- 7 a - os 
| | | | 
} j 
| | 
| 
- ~ — —— — en | - } 
| 
| 
™ | 
1 
_ —— — — _| —_ 
| 
| 
| 
t _ - | 
| 
} 
| 
| | 
| } | 
} } 
| | | | 
| 
é r ; 
— — ----|—- nas a 
Totals $ $ $ § 
* State bas nm which this value was determined 


Note: The total of Column 6 should agree with Line 4, Page 2 
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Page 16 1956 
ANNUAL STATEMENT OF THE 


SCHEDULE E 


Cash in Banks 





Bank or Trust Company Interest Bal Bank or Trust C pany Interest Bal 
(Name and City) Received arenes (Name and City) Received wes 


” 
“ 
a 
” 
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1956 


ANNUAL STATEMENT OF THE 


GENERAL INTERROGATORIES 


(If more space is needed, attach additional sheets) 


e the names and addresses of the participating labor organizations for whose members the fund 


ames and addresses of associated or affiliated funds 
3 low any members were in the fund at the end of the current year? 
e € e Ne ¥ ork € 
‘ { members employe New York Number of members employed 














f employers during the ent fiscal yea 
what da g the past year did the Board of Trustees y) € 
M { } eting 
e ker ecting 
any a iments or other changes been made during the « year in e tys 
f b) the ms of trust indentures, (c) pertinent v ns of collective bar, g agre 
ar written material given or made available to employee-r 
amendments or other changes been filed with this Department? 
al Statement 
x e the members provided with a written description of the benefits and eligibility requirements 
ered by ir ance contracts, were the rates ar 
' aintained the fund 
I are e fund a yunts audited by a certified public a intant 
x how the “Annual Report,” filed concurrently with this Annual Statement, w ade 
g employ and pa pating labor organizations 


Page |7 


ated 
Ne Y kK 
any i 
r attach pies 
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Page 18 1956 





ANNUAL STATEMENT OF THE 


Were any ans made during the year to trustees, officers, administrators or employees? If list each 





the date and amount of eacl an made during the year, and the balance unpaid at the end of the curre 


Does the fund hold investments in the securities or other properties of any of its cx 





tributing employers or participating labor 








gar 
izations If so, specify 
a. How many are required on fund checks? 
t that a trustee designated by the union (or employees) and a trustee designated by the employers t fun 








of the recipients of commission and allowances shown on Page 9 related through blood or marr 


age or associated in any 


business endeavor, profession or other occupation with any fund trustee, administrator, officer, or union officia 





If so, give details 


Were all stocks, bonds and other invested assets, exhibited as assets herein, in the actual possession and in the name of the fund 


If not, explain fully 





Were any of the stocks, bonds or other assets of the fund loaned during the year covered by this statement 





If so, exple 


a contributing emt yer 





paid employees of the fund also employed by a participating labor nora trit ng er 
If so, in what capacity? 
Des - or on e actuaria stica ther methods used in the computation of the reserves shown at Lines 1, 2 and 3 
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1956 Page !9 
ANNUAL STATEMENT OF THE 


TRUSTEES 


Members of Board of Individual Trustees, Pension Board, 
Committee or Other Similar Body 





a) @ (3) 
NAME No. of Meetings 
Year Elected ee Other Occupation and Union or Business Affiliation 


Current Year 





a) Designated by employer(s) 


b) Designated by labor organization(s) or employees 
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Page 20 1956 
ANNUAL STATEMENT OF THE 
STATE OF 
ss. 
COUNTY OF 
and 
being duly sworn, each for himself deposes and says that this annual statement, together with the schedules, exhil 


Trustees of the Fund 


explanat herein contained, annexed or referred to, is a full and true statement of the condition and affairs of the Fund a 


the best of his information, knowledge and belief 


Subscribed and sworn to before me 
this day of 


, 195 


NOTE: If the Trustees are composed of both employer and employee (or labor organization) representatives, the a e affida 


be signed by one from each grour 








1956 


STATE OF NEW YORK 
INSURANCE DEPARTMENT 





SUPPLEMENT TO THE ANNUAL STATEMENT 
(EMPLOYEE WELFARE FUNDS) 


To Be Completed and Filed Not Later Than May |, !957 
by Those Funds Which Grant Pension or Retirement 


Benefits Not Covered by an Insurance Company. 


Name and Address of Fund: 


For the calendar year 1956 or the fiscal year 


ended , 1956 





Cn 
6D-393 (10-25-86 


93947 O—SdT 39 


O98 
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Page 2 SUPPLEMENT TO THE ANNUAL STATEMENT 


(This Supplement is applicable only to those plans which grant pension or retirement 
benefits NOT covered by an insurance company) 


Name of Fund: 
PENSION OR OTHER RETIREMENT BENEFITS 
PART 1 


Showing as of End of Annual Statement Year All Pensions or Retirement Benefits 
Currently Payable, by the Fund, to Retired Members 


qi) (2) q) (4) «) (6) 


MALE LIVES FEMALE LIVES 


Attained No. of Payable For Insurance 


Age Lives Monthly Dept. Use 
Only 


Attained No. of Payable 
Age Lives Monthly 


65 


67 








1956 


For Insurance 


Dept. Use 
Only 
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1956 Page 3 


SUPPLEMENT TO THE ANNUAL STATEMENT 


Name of Fund: 


PENSION OR OTHER RETIREMENT BENEFITS 
PART 2 


Showing age distribution of non-retired members as of end of Annual Statement year and, for each specified age, the aggregate amount of 
monthly pensions that will be payable at normal retirement date, assuming completion of all eligibility requirements on that date and 
based upon current length of service in the industry or membership in the employee welfare fund. 

















q@) @) «@) “ (s) (6) @) (8) 9) (10) 
MALE LIVES FEMALE LIVES 
| | | | 
Attained | No. of Payable | Lump Sums For Insurance Attained | No. of Payable | Lump Sums For Insurance 
Age | Lives | Monthly Payable* Dept. Use Age | Lives Monthly Payable = 
. angen enialitipieell — lceemiligestiaamanoenl — 
| rs l$ | $ i$ 
& Over } & Over } | zo 
69 @ 
—— | — SS ) — | | 
68 | 68 | | 
“ —_——} — ——-!—.-— 
67 67 
|- oa een mareceseameyl } mes — 
| | | | 
66 | oo _ | ae 6 Lael | i hdl a 
65 | 65 | | | 
| - - — | } 
| } | | 
A | ie | | | 
— ee a 
63 | j 63 | 
62 e | } 
ecient a ee anaes 
6l | } 61 } 
i‘ = al = 
wo 0 | 
“ — ‘ cece 
59 59 | 
58 58 
- i -- 
57 57 | | } 
ieapaeninncel } ig 
56 6 | | 
55 55 | 
Under $5 ;XXXX XXXXi XXXX Under 55 XX X X Xx XXX XX XX 
* Include all single payments to be granted in lieu of a pension or as the plan's retirement benefit 
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Page 4 1956 
SUPPLEMENT TO THE ANNUAL STATEMENT 


Name of Fund: 


GENERAL INTERROGATORIES 


Date on which contributions were first due from employers 
Moor ay Yeo 
members 
Month Day Year 


nN 


Date on which pension or other retirement benefits were first paid to employee-members 
Month Dey Yer 


3. Aggregate amount of contributions for pension or other retirement benefits received from dates given in your reply to item 1, above 


Answer: Tota! $ (Employers $ , Employee-members $. ) 


Aggregate amount of pensions or other retirement benefits paid to employee-members from date given in your reply to item 2, above 
Answer: $ 


n 


Number and average age of employee-members who retired in year indicated and received pension or other retirement benefits 






1956 1955 , 1954 1953 1952 
Number Average Age Number Average Age Number Average Age Number Average Age Number Average Age 
6. (a) Number and average age of retired employee-members whose pension benefits have been suspended or discontinued because 
of re-employment in the industry or other gainful occupation in: 1956 1955 1954 
Number Average Age Number Average Age Num be 
1953 , 1952 
Average Age Number Average Age Number Average Age 
b) Have pension benefits of retired employee-members been suspended or discontinued for any other reas IS¢ 


If so, state number suspended or discontinued and reasons therefor 


Does your employee welfare fund presently hire or retain the services of an actuary 





give the name ar 

business address of the actuary 
8. Has an actuarial valuation been made of your pension or other retirement benefit liabilitie { so, give date a 

“ h such valuation was last made 

Mooth Day Yes 
STATE OF 
8s 
COUNTY OF 
ar 

Trustees of the Fund, being duly sworn, each for himself deposes and says that this Supplement to the al Stateme c 


best of his information, knowledge and belief 
Subscribed and sworn to before me 
this day of 

, 195 


NOTE 


f both employer and employee r la rganiza re entatives, the a 
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STATE OF NEw YorRK BANKING DEPARTMENT 
EMPLOYEE WELFARE FUND DIVISION 
George A. Mooney, Superintendent of Banks 
GENERAL INSTRUCTIONS 
(Read carefully before filling out Registration Statement) 


1. Purpose of Registration Statement. The form of registration statement is 
designed to permit ready and easy compliance with the registration require- 
ments of the Employee Welfare Fund Act of 1956 (L. 1956, Ch. 774). More 
detailed information may be required at a later date. 

2. Funds which must be registered. Funds providing employee benefits which 
are embraced within the following definition of “Employee Welfare Fund” 
must be registered with the Banking Department: 

“ * * * any trust fund or other fund established or maintained by or on 
behalf of one or more employers together with one or more labor organiza- 
tions to provide employee benefits, by the purchase of insurance or annuity 
contracts or otherwise, with the overall management of such fund vested, 
alone or jointly with other trustees, in a corporate trustee which is subject 
to supervision by the superintendent of banks of this state or any other 
state or is a member of the federal reserve system, and to which fund is 
paid or contracted to be paid anything, other than income from invest- 
ments of such fund, by or on behalf of any employer doing business in this 
state or for the benefit of any person or persons employed in this state.” 

3. Who must prepare and file Registration Statement. The registration state- 
ment must be executed by two members of the Board of Individual Trustees, 
Pension Board, Committee or other similar body referred to in question “2”. 
A. SEPARATE REGISTRATION STATEMENT MUST BE FILED FOR EACH “EMPLOYEE WEL- 
FARE FUND” FOR WHICH SUCH BOARD OR COMMITTEE Acts. If the board or com- 
mittee is composed of both employer and labor representatives, the registration 
statement must be signed by one from each group. 

4. When Registration Statement must be filed. Funds which were in opera- 
tion in this State on September 1, 1956, must be registered on or before No- 
vember 30, 1956. Funds commencing operations in this State after Septem- 
ber 1, 1956, must be registered within three months after so commencing 
operations. 

5. Where Registration Statement must be filed. When completed the regis- 
tration statement should be mailed or delivered to the New York State Bank- 
ing Department, Employee Welfare Fund Division, 270 Broadway, New York 
7, New York. 

6. Documents to be filed with Registration Statement. The following docu- 
ments should be submitted together with each completed registration statement : 

(a) Plan as amended to date 

(b) Trust Indenture as amended to date 

(c) Any separate Trust Indenture or other instrument appointing a bank 
or trust company to act as trustee or agent 

(d)Any collective bargaining agreement or agreements, or the provision 
or provisions thereof, relating to the Plan or Fund 

(e) Any booklet or other written material descriptive of the Plan or 
Fund that is given or made available to participating employees 

(f) Latest financial statement, trustee’s account or accountant’s report. 
if any. 

7. Definitions. As used in the registration statement, the following phrases 
have the following meanings: 

(a) “Participating labor organization” refers to a labor organization 
which is a party to, or has participated in negotiations which have re- 
sulted in, an agreement or agreements relating to or affecting the plan or 
fund 

(b) “Affiliated or associated welfare fund” means an “Employee Welfare 
Fund” which provides employee benefits for the same or substantially the 
same group of employees, or for the employees of the same or a sub- 
stantially similar group of participating employers, or which is admin- 
istered by the same, or substantially the same, Board of Individual 
Trustees, Pension Board, Committee or other similar body. 
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8. Penalty for failure to file Registration Statement. The Superintendent 
may impose a penalty of not to exceed $2,500 upon any trustee of an “Em- 
ployee Welfare Fund” which the law requires to be registered, or may remove 
such trustee from office, or both, if after notice and a hearing the Superintend- 
ent finds that the trustee has willfully failed to file such statement. 


STATE OF NEW YORK BANKING DEPARTMENT 
EMPLOYEE WELFARE FUND DIVISION 
George A. Mooney, Superintendent of Banks 
REGISTRATION STATEMENT FOR EMPLOYEE WELFARE FUNDS 


(Before filling out this form read the instructions carefully. All answers 
should be printed or typed. If additional space is required to answer any ques- 
tion, prepare and annex a rider. If the answer to a question is “none” or “not 
applicable’, so indicate in the space provided.) 

nciheheiinvaiaetn eh dlhntnteEnte <emeneiamantbantttent aarti eh tsb Year Orig. Estab 


Address Telephone Number 
2. Members of Board of Individual Trustees Pension Board, Committee or other 


similar body: 
Name Address 
(a) Designated by employer(s) : 
(b) Designated by labor organization(s) or employees: 
(c) Other members: 
3. Officer of Fund to whom communications should be directed : 


Name Title 
4. Participating labor organization(s) (See Instruction No. 7): 
Name Address 
5. Affiliated or associated welfare funds (See Instruction No. 7): 
Name Address 


6. Number of participating employers as of September 1, 1956_____.___________- 

7. Approximate number of employees covered as of September 1, 1956: 
Employed in New York State 
Employed elsewhere 


tN wk ok od. Base liok on, Seabee ae Cea hes Ste ie 
8. Benefits : 
(a) Check type or types of benefits provided by Fund: 
SS 60a iden cca tacnenas eel 
SR 0 an Unemployment  ---------- 
Hospitalization __._.______- Vacation eit ae — 
NE erp etter 2 eee Pension or retirement 


Otter (Beefy) _..tasne an coiote cc 2 le a... 
(b) Insurance Companies, if any, and types of benefits included in policies : 


Name of Company Type of Benefit 
(c) Insurance broker or agent; consultant and/or actuary: 
Name Address 
(d) Bank or Trust Company appointed as trustee or agent: 
Name 


Address 
Check documents and other papers, copies of which are submitted 
herewith pursuant to ‘nstruction No. 6: 

(a) Plan as amended to date 

(b) Trust Indenture as amended to date 

(c) Any separate Trust Indenture or other instrument appointing 
bank or trust company to act as trustee or agent 

(d) Collective bargaining agreement(s), or the provision or pro- 
visions thereof, relating to the Plan or Fund 

(e) Any booklet or other written material descriptive of the Plan 
or Fund that is given or made available to participat- 
ing employees 


9. 
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(f) Latest financial statement, trustee’s account or accountant’s 
report 


(Signatures—See Instruction No. 3:) 


STATE OF ——-— 
County of 


apne dition ink nittheg ly Aipleindedngen ONGric. re rel esd. eee dees 

being duly sworn, depose and say that they are members of the Board of 

TOORIIEG 6 opie nctieeenn acne wan i ei a ae of the captioned Fund, are 
(if other, specify) 

familiar with the operations of said Fund, and that the answers given in this 

Registration Statement are true and complete to the best of their information, 


knowledge, and belief, and that their signatures are affixed hereto by authority 
of said body. 








Sworn to before me this - day of 





Notary Public 


REGULATIONS OF THE SUPERINTENDENT OF BANKS—EMPLOYEE WELFARE FUND 
REGULATION No. I 


DISTRIBUTION AND PUBLICATION OF THE “ANNUAL REPORT’ FILED BY EMPLOYEE 
WELFARE FUNDS PURSUANT TO SECTION 68 OF THE BANKING LAW 


The Trustees of every employee welfare fund shall make available for inspec- 
tion and shall distribute or publish copies of the “Annual Report” filed with 
the Superintendent pursuant to Section 68 of the Banking Law, in the following 
manner : 

1. A copy of such Report shall at all times be kept on file at the principal 
office of the trustees and shall be available for inspection during reasonable 
business hours by any employee-member, contributing employer or par- 
ticipating labor organization ; and 

2. (a) A copy of such Report shall be mailed or delivered personally to 

each employee-member, contributing employer and participating labor or- 
ganization not later than thirty (30) days after it is required to be filed 
with the Superintendent. 

(b) Publication of such Report within such thirty (30) day period in 
a periodical mailed or delivered to all employee-members, contributing em- 
ployers and participating labor organizations shall be deemed compliance 
with paragraph 2 (a) hereof, provided that attention is directed to such 
publication on the first page or the cover of the periodical, in type not less 
than 18 point. 

(c) Anything in paragraphs “a” and “b” hereof to the contrary notwith- 
standing, the mailing, delivery, or publication of Reports heretofore filed 
with the Superintendent or which are require to be filed with him prior 
to May 1, 1957, may be effected at any time prior to June 1, 1957. 

The Superintendent reserves the right to prescribe in specific cases the method 
to be followed in distributing and publicizing the Report. 

This regulation is promulgated pursuant to Section 68 of the Banking Law 
and shall become effective upon filing with the Secretary of State. 

Dated: April 16, 1957. 


STATE OF New YorK BANKING DEPARTMENT 
EMPLOYEE WELFARE FUND DIVISION 


INSTRUCTIONS FOR COMPLETING THE 1956 ANNUAL STATEMENT BLANK (EMPLOYEE 
WELFARE FuNpD) 


GENERAL 
(1) Date of filing: The statement is required to be filed, in duplicate, on or 


before March 1, 1957. Address replies to New York State Banking Department, 
Employee Welfare Fund Division, 270 Broadway, New York 7, New York. 





— 
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(2) The statement must cover the calendar year 1956 unless a different fiscal 
year has been approved specifically by the Superintendent of Banks. 

(3) A separate statement must be ‘led for each “employee welfare fund” for 
which the trustees act. 

(4) The statement may be handwritten—in ink—or typewritten. The sheets 
have been designed for ready insertion in any standard typewriter. 

(5) The statement must be executed by two members of the Board of Indi- 
vidual Trustees, Pension Board, Committee or other similar body. If the board 
or committee is composed of both employer and labor representatives, the annual 
statement must be signed by one from each group. 

(6) Blank schedules will not be accepted. If no entries are to be made, write 
“None” or “Nothing” across the schedule in question. 

(7) Check marks will not be accepted as answers to interrogatories. 

(8) Where there is insufficient space in the blank to answer a question, attach 
a sheet to the blank, taking care that the name of the fund and the year is 
stamped or plainly written at the top of each such sheet. 


PAGE 1——OFFICERS OF FUND 


(1) “Administrator” means the person, firm, or corporation responsible for the 
overall management, under the general direction of the Trustees, of the affairs 
of the welfare fund. 


(2) “Fiscal Officer” means the person in charge of accounts and monies of 
the fund. 


ASSETS AND SUPPORTING SCHEDULES 


(1) Bonds, stocks, and real estate should be carried on Page 2 at the values 
in the columns “Value Carried in Assets” on schedules A, C, and D. 

(2) While the Law does not prescribe standards of valuation of invested 
assets, the values at which such assets are carried must conform with sound 
accounting practice. Arbitrary or unreasonable valuations will not be accepted 


LIABILITIES AND UNASSIGNED FUNDS 


Lines 1, 2, and 3—Reserves 


These lines are for the showing of reserves applicable only to those funds which 
provide benefits directly and not through insurance companies. While the Law 
does not prescribe standards for the establishment of such reserves, the amounts 
thereof should conform with sound accounting practice : 

a. Line 1 should include adequate provision for all known outstanding 
claims, and an amount estimated for claims incurred but not reported. 

b. Line 2 should include any provision made for payment of future benefits. 

ec. Line 3 should include any provision made for payment of pensions or 
retirement benefits. 

The term “health” as used on Lines 1 and 2 includes cash disability, hospital, 
surgical, medical, and major medical benefits, and may include accidental death 
and dismemberment benefits. 


SUM MARY OF OPERATIONS 


Lines 1 and 2—Employer and Employee Contributions 


The amounts on these lines should be prepared as follows : 
Contributions actually received during the year_______-_-__- 
Add contributions due and unpaid as of end of current year 
Less contributions due and unpaid as of end of previous year___- 
Add contributions received in advance as of end of previous year 
5. Less contributions received in advance as of end of current vear 
3. Net (enter at Lines 1 and 2)_- 


th Oh 


~ 
~ 


vine 3and Exhibit 1—Interest, Dividends, and Real Estate Net Income 


Include amounts paid for accrued interest on purchases. 
> 


2. Income on investments sold during the year: Include in Exhibit 1 on blank 
Lines 6-9. 


— 








\. 


i 
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Lines 4 and 14 and Exhibit 2—Profits and Losses on Disposal of Investments 


1. Enter profits and losses on sale, redemption, or other disposal of investments. 
2. “Book value at date of disposal” is the amount at which the investment was 
actually carried on the books of account on the day of disposal. 


3. “Profit” (or loss) is the difference between the consideration received on dis- 
posal and the book value. 


Lines 5 and 15 and Erhibit 3—Increases and Decreases by Adjustment in Asset 
Values of Investments 


Include all write-ups or write-downs of investments, such as adjustments to re- 
flect changes in market or amortized values and depreciation charges. These 


lines should include all adjustments of investments, except as reported on Lines 
4 and 14. 


Line 6—Dividends and Experience Rating Refunds from Insurance Companies in 
Connection with Member Benefits 


Include such amounts actually received, plus amounts receivable as of the 


end of the current year (Line 10, Page 2), less amounts receivable as of the end 
of previous year. 


Line 11—Premiums and Annuity Considerations to Insurance Companies for 
Member Benefits 


This item should comprise the following: 


. Premiums actually paid during the current year_____----_---__. ~--------- 
Less prepaid premiums as of the end of the current year (Line 9, 

I FR ge wero Sern tga tenlete-c Ditynndtiaksd gti Tethekh, = thin ~acheede ctet c bela Shek. Set Silda nS 
Add prepaid premiums as of the end of previous year_______... ~-------~~- 
4. Add premiums due to insurance companies as of the end of the 

Conran seen ae es Cee a anno neacamenn oamaneeems 
Less premiums due to insurance companies as of the end of the 

epnttis INR 26S. Co ...cid Shetek an wee ten mb eambbile salem Medan cea 
6. Net (enter at Line 11) 


~ toe 


Erhibit 4.—The premiums and dividends and experience rating refunds on 
this Exhibit are on a policy-year basis and normally will not agree with Lines 
6 and 11 of Page 4. Each insurance company with which the fund does business 
is required by law to furnish the information required for Exhibit 4 and should 
be requested to do so in time for convenient reporting in the Annual Statement. 


Line 12 and Erhibit 5—Benefits Directly Provided to Members 
This line (and Exhibit 5) is applicable only to benefits not insured. 
Line 13 and Exhibits 6, 7 and 8—General Expenses 


The kinds of expenses included in each of the expense classifications on 
ixhibit 6 should conform with the fund’s own system of expense classification 
during the year covered by the statement—provided such system was in accord- 
ance with accepted accounting practice. 

Exclude: Real estate expenses (deduct from real estate income). 

Exhibits 7 and 8.—The totals must agree with the appropriate expense classi- 
fications on Exhibit 6. 

GENERAL INTERROGATORIES 


As used in the General Interrogatories, the following phrases have the follow- 
ing meanings: 

(1) “Participating labor organization” refers to a labor organization which 
has participated in an agreement affecting th - employee welfare fund. 

(2) “Associated or affiliated fund” means an Employee Welfare Fund which 
provides employee benefits for the same or substantially the same group of 
employees, or which is administered by the same, or substantially the same, 
Board of Individual Trustees, Pension Board, Committee or other similar body. 


93947—57——_-39 
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SUPPLEMENT TO THE ANNUAL STATEMENT 


(Sent only to Pension Funds) 


The Supplement is applicable only to pension funds which do not insure the 
benefits. Other pension and welfare funds should not file this statement. 


PENALTY FOR FAILURE TO FILE THE ANNUAL STATEMENT 


The Superintendent may impose a penalty of not to exceed $2,500, upon any 
trustee of an Employee Welfare Fund covered by Article II-A of the Banking 
Law, or many remove such trustee from office, or both, if after notice and 


hearing the Superintendent finds that the Trustee has wilfully failed to file 
the Annual Statement. 


NEW YorRK STATE BANKING DEPARTMENT 


EMPLOYEE WELFARE FUND DIVISION 


JANUARY 18, 1957. 


SUPPLEMENT TO INSTRUCTIONS FOR COMPLETING THE 1956 ANNUAL 


STATEMENT 
BLANK (EMPLOYEE WELFARE FUNDS) 


Since distributing the form of annual statement required to be submitted 
to this department on or before March 1, 1957, a number of requests have 
been received for clarification or modification of some of its requirements. 
These requests have led to the following supplementary instructions: 


Contributions due and unpaid (p. 2, lines 7 and 8; p. 4, lines 1 and 2) 


In the places indicated, the amount of contributions due and unpaid at the 
close of the year must be shown or considered. If, because of conditions in 
the industry, it is difficult to make an accurate determination of this figure 
in time for filing the annual statement, an application will be entertained 
either for an extension of time to file the statement or for the substitution of 
an estimate or other figure which will accord with good accounting practice. 


Vendor of securities (exhibit 2, p. 6; schedule C, p. 14; schedule D, p. 15) 


In many instances where securities are purchased through a broker or dealer, 
the name of the vendor is unknown or difficult to ascertain. In these instances, 
if the purchase was made on behalf of the fund by a bank acting as trustee or 
agent, and the broker or dealer from or through whom the purchase was made 
is registered with the Securities and Exchange Commission, it will be sufficient 
merely to so indicate and, in that event, the name of the vendor may be omitted. 
The same procedure may be followed where the security is purchased by the 
bank trustee or agent from or through another bank. 


Name of vendee (ewhibit 2, p. 6) 


In some instances where securities are sold through a broker or dealer, the 
name of the vendee is unknown or difficult to ascertain. In these instances, 
if the security was sold on behalf of the fund by a bank acting as trustee or 
agent, and the broker or dealer to or through whom it was sold was registered 
with the Securities and Exchange Commission, these facts may be shown and 
the name of the vendee omitted. 


Date of purchase (erhibit 2, p. 6; schedule C, p. 14; schedule D, p. 15) 


If the date of purchase is not readily available and it appears that the 
purchase was made on behalf of the fund by a bank acting as trustee or agent, 
this fact may be shown and the date of purchase omitted. 


Cost of securities (exhibit 2, p. 6; scherule C, p. 14; schedule D, p. 15) 


In some instances the records of the fund are kept in a manner which fails 
to reflect actual cost. If the value at which the assets are carried on the 
books of the fund represents such cost, adjusted only for the usual accounting 





ee ee 
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adjustments needed to reflect amortization, discount rates, subscriptions to 
stock, dividends, or the like, then such facts may be indicated and book value 
will be accepted in lieu of actual cost. 


Adjustments for amortization or discount (p. 7) 


Increases or decreases in asset values of investments resulting from amorti- 
zation of premium or writeup of discounts need not be individually listed for 
each security affected, but may be shown in a single figure for the period 
covered by the report. 


Listing of mortgage loans (schedule B, p. 13) 

Not all mortgages are required to be individually listed on this schedule. 
Only those are required to be listed which exceed $25,000, or 3 percent of 
assets, whichever is smaller, and those upon which interest, taxes, assessments, 
or other liens are delinquent more than 1 year. All other mortgages may be 
summarized. 


Interest dates (schedule C, p. 14) 
If the maturity dates of the bonds are shown, interest dates may be omitted. 


Monthly bank balances (schedule E, p. 16) 


If not readily available, bank balances on the last day of each month may 
be omitted, but, as a minimum, balances at the end of four consecutive quar- 
terly periods must be shown. 


Supplement to the annual statement, part 2 


If the information required by this schedule is not available, an application 
will be entertained to substitute therefor a copy of a recent report of a qualified 
actuary or a copy of the latest return filed with the Internal Revenue Service 
on form 990—-P, including the information required by section 1.404 (a)-2 of 
the income-tax regulations. Applications should specify the precise document 
to be substituted and, if possible, a copy thereof should be submitted with the 
application. 
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Page | 


EMPLOYEE WELFARE FUNDS 


ANNUAL STATEMENT 


For the Calendar Year 1956 or the Fiscal Year Ended , 1956 
of the Condition and Affairs of the 
(Name of Welfare Fund) 


(Address of Fund) 


MADE TO THE 
SUPERINTENDENT OF BANKS OF THE STATE OF NEW YORK 
PURSUANT TO THE LAWS THEREOF 


Telephone No. Year Established 
OFFICERS 
Administrator Other Occupation and Union or Business Affiliation 
(Name) 
Fiscal Officer 


(Name and Title) 


BANK TRUSTEE OR AGENT 


(Name) (Address) 
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Page 2 ANNUAL STATEMENT OF THE 1956 


ASSETS 
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1956 ANNUAL STATEMENT OF THE Page 3 





LIABILITIES AND UNASSIGNED FUNDS 





Reserve for outstanding benefit claims not covered by an insurance company (excluding pension or retire 


ne benefits 
1 Death $ 
2 Hea 
3 employment 
4 Vacation 
1.5 
16 
Tota 3 
2 ire benefit s not ered by an insurance company (excluding pension or retirement benefits 
2.1 Deatt $ 
.4 iea r 
2.3 ‘ 
24 Vaca 
6 
2 Tota 
3. Reserve for pension or retirement benefits not covered by an insurance company 
4. Contributions from employers received in advance of due date 
from employee-members received in advance of due date 
6. Premiums and annuit nsiderations due to insurance companies for member benefits 
7. General expenses due or accrued 
5 at ¢ a 4 
& 
9 
a a $ 
‘ 
Tota $ 





03947 O—57 40 
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Page 4 ANNUAL STATEMENT OF THE 





1956 





SUMMARY OF OPERATIONS 





ut & 


tions from employers 





$ 
Contributions from employee-members 
Interest, dividends and real estate net income (Per Exhibit 1) 
Profit on disposal of investments (Per Exhibit 2) 
Increase by adjustment in asset values of investments (Per Exhibit 3) 
Dividends and experience rating refunds from insurance companies in connection with member benefits 
Other income 
Total $ 
DEDUCT 
Premiums and annuity considerations to insurance companies for member benefits $ 
Benefits directly pr led to members (Per Exhibit 5) 
General expenses (Per Ext t¢ 
Loss on disposal of investments (Per Exhibit 2 
Decrease by adjustment in asset values of investments (Per Exhibit 3 
Other 
Total (Lines 8 $ 
Net increase or decrease before reserves (Line 10, less Line 19 $ 
Increase or decrease reserves (Difference between reserves at |.ines 1, 2 and 3 of Page 3 and same reserve 
at end of previous year 
Net increase or decrease after reserves (Line 20 plus or minus Line 21) s 
UNASSIGNED FUNDS ACCOUNT 
Unassigned Funds at beginning of year $ 
Net increase or decrease from Item 22 above 
Other charges or credits t nassigned Funds (itemize 
Unassigned Funds at end of year (Per Line 12, Page 3 $ 
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1956 








Boc 


Page 6 ANNUAL STATEMENT OF THE 
Interest, Dividends and Real Estate Net Income 
Received during year 

1. Real estate net income er Schedule A 

2. Interest on mortgage loans B 

3. Interest on bonds ( 

3 nm stocks D 

5 ash in banks E 

Other mvestment income (itemize 

6. 

g 

9 

10 Tota 

e ¢ a ge 2 
2 a 
€ terest ae ar a e previous year 
Total per Line 3. Page 4 
Profits and Losses on Disposal of Investments 
q)) (2) 
DESCRIPTION (a) From Whom Purchased and Date 
(List each security or other investment To Whom Sold (or Disposed po 
and Date 


Date 


3) 


x Value at 
f Disposal 


Prefix M 





x - > j 
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Ht 
1956 ANNUAL STATEMENT OF THE Page 7 
EXHIBIT 3 l 
Increases and Decreases, by Adjustment, in Asset Values of Investments | 
DESCRIPTION a) (2) (3) 
(List each security or other investment) Reason for Increase or Decrease Increase Decrease 














haa 
aa 
{ 
i 
} 
4 
4a 
rae 
1] 
tina 
| 
} 
Hd 
in} 
+ 
t 
ii 
ia 
i 
} 
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Page 8 1956 
ANNUAL STATEMENT OF THE 


EXHIBIT 4—PART | 


Experience Under Insurance Contracts 
(Information to be obtained, in writing, from insurance companies — to cover the latest completed policy year) 


q@) (2) (3) «@ (5) 





iin’ and Experience Clete Bncursed 

















Policy Premiums and = — Per Outstanding 
TYPE OF COVERAGE Year Annuity Cent Cent Claims Included 
Ending Considerations Amount of | Amount of in Col. 4 
Col. | Col 
iclhenemamadiditimd 
; $ F ; 
gtd eee aprons iieemes * 
2. Accidental death and | 
dismemberment “ 4 | 
| 
3._ Cash Disability | 
4. Major Medical a 
} 
5. Medical | 
: , | 
G._Sungicel__ pol 
| | 
2._Hospital = " , - 
a | 
a | 
os —— } ' 
10. _ Total X X X|$ $ $ $ 
11, Pension or Retirement X XX X iXXXXXXiIXXX| XXXXXX 
12 Total KX X X X/|$ $ XXX XXX IXXX! X XX X X X 
Note A: The amounts shown on this Exhibit are on a policy year basis and normally will not agree with amounts on Page 4 
Note B: State whether the amounts in the column “Dividends and Experience Rating Refunds” in a pa ents r e 
to any person, firm or corporation other than the policy holder If “yes,” expla 
Yes or ¥ 
Note C: When tw r more of the above listed coverages are included in one policy, the appropriate line items should be bracketed 
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ANNUAL STATEMENT OF THE 


EXHIBIT 4—PART I! 


Commission and Allowances Under Insurance Contracts 


(Information to be obtained, in writing, from insurance companies — to cover the same policy year as Part I) 
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Page 9 





q@) 




































































| @) | (3) Q. 
| Commission Allowances ( Note E) 
| Pe | | Per 
Names ddresses 
TYPE OF COVERAGE | Name of Insurance = ———e | Cent | Cent 
Company of of 
| Commission and Allowances Amount | Col 2 Amount ots 
| (Part 
Lp onllion 
$ 
1. Life | : - 
~ 2. Accidental death and | | 
dismemberment ee a | fe ne | © ne ne anes 
4. Major Medical = - | a — 
| | 
_S Medical | | omaiadl - 
6. Surgical ae . | ae rs | 
| 
ai once > ok cecal we —. 
alas = po nine = L | a. 
AP nnn | idl mcsiieateleniall 
10._ Total a 1" ol biaiiciactoail Is 23 
11. Pension or Retirement | L a Oa a bat 
12 Total ¢ | ls 
Note D: 


If, by reason of termination of a policy, there was more than one insurer for a type of coverage, the data for one such insurer 


should be shown on this Exhibit (Parts I and II), and data for the other should be shown on a separate sheet corresponding in all 


details with this Exhibit 


Note E: * 


“Allowances” should include administration fees, service fees, or any other form of allowance, reimbursement of expenses, or 


compensation (other than commission) paid by insurer to agents or brokers, applicants or policyholders, or to other individuals 


and firms. 


Note F 
New York State 


(Yes or No) 


State whether all of the recipients of Commission and Allowances were licensed as insurance agents or insurance brokers in 


If “no,” state occupation of the recipient and nature of services performed on behalf of the insurer. 
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Page 10 1956 
ANNUAL STATEMENT OF THE 
EXHIBIT 5 
Benefits Directly Provided to Members — Current Year 
a) (2) @) (4) 
TYPE OF BENEFIT Outstanding Outstanding — 
Benefit Payments Benefit Claims — Benefit Claims = 
Current Yea Previous Yea 
$ $ 
Death i 
~ ' 
2. Cash Disability 
3 Hospital 
4. Surgical | 
5. Medical } 
——— - - 
6. Unemployment 
Vacation 
8 
9 | 
10 | 
a Totals $ $ $ $ 
12. Pension or Retirement xX x zs 
3 Totals $ 
Note: The total at Col. 1 Line 13 should agree with Line 12 Page 4 


2 ne hou agree with Line 
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1956 Page |! 
ANNUAL STATEMENT OF THE 


EXHIBIT 6 
Analysis of General Expenses 


TT 
KIND OF EXPENSE AMOUNT 


1. Salaries and fees of trustees, ofhcers and employees (Exhibit 8 1$ 
2. Allowances to trustees, officers and employees (Exhibit 8) 





3 Professional services (Exhibit 7) 7 . es ad 
4 Rent = _ ake = a iota 
\ 


~_5._ Printing and stationery 





6. Postage, telep! 


7 Insurance (other than member benefits) S - 
8. Travel (Exhibit 8) — | a 


one and telegraph, exchange and express 


9. Furniture and equipment ; igi 7 2 - a 





10. Taxes, licenses and fees ane ae Pen oes ; 7 
Other (itemize) ye ——— | = 

ll sen nate RIN A cA aes ee) . —_. ct 

12 | ——— 

7 —_—$<<—_—$_ —$ $$$ einai 

14 Total ee ee ee eee a . 








15. Add general expenses due or accrued — current yes Line 7, Page 3) 


“T6. Deduct general expenses due or accrued — previous year 





17 Total (Line 13 Page 4) c 1 § 2 


EXHIBIT 7 


P. ofessional Services 


List below the names and addresses of recipients of payments for professional services (including but not restricted to attorneys, accountants 
sultants, actuaries and physicians). Indicate the nature of the services performed, and the total compensation, fees and allowances during 
the year. Include payments to a firm or corporation which administers the affairs of the fund 


NAME AND ADDRESS NATURE OF SERVICE AMOUNT 




















a ae a eat Sic 
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Page 12 1956 
ANNUAL STATEMENT OF THE 


EXHIBIT 8 


Salaries, Allowances and Travel 


a) List each of the fund 























officers and trustees who received salary, fees, allowances anc avel expense ea 
«@) (2) (3) (4) 
N E Salaries and 
ae | TITLE | F Allowances Travel 
ees 
‘ } 
$ $ $ 
1 
? 
3 
~ 
Ss 
6. 
g 
9 
) Totals $ 
) List each person, other than officers and trustees, whose salary, fees, allowances a travel expenses exceeded $5,001 g 
year 
qi) (2) (3) (4) 
NAME jh 4 
PRINCIPAL DUTY ee Allowances Trave 
ees 
$ $ $ 
il 
12 
13. 
14 
— ; 
15 
le Totals $ $ $ 


17. Balance of Salaries and Fees, Allowances and Travel 


18. Totals of Lines 10, 16 and 17 (to agree with Lines |, 2 and 8 of Exhibit 6 $ $ $ 
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1956 ANNUAL STATEMENT OF THE Page |3 


SCHEDULE A 
Real Estate Owned 





























Description of Real Estate — Nature of a) @) @) (4) (5) NET INCOME 
Encumbrances, if any, and Date Amount of Actual Cost | Reservefor | Value Carried (6) ” 
Name of Vendor Acquired Encumbrances Depreciation in Assets* Previous Year Current Year 
3 $ $ $ $ $ 
als $ $ $ $ $ $ 
* State bas n which this value was determined 
Note: The tota! of Column 5 should agree with Line 1, Page 2 
Mortgage Loans 
| qa) (2) | INTEREST (7) 
Lage : 
3 (4) cs 6 ount 
Location and Description of Mortgaged | Yea Amount Un | ®) 4 : <e) nee o 
Property, and Name of Mortgagee |G Merl paid—Endof | Rate Interest Amount Past Amount 7 or 
— Current Year | of Dates Due — End of Received Held on 
| Current Year During Year Buildings 
. fe ] $ $ Te 
| } } | 
| 
$ $ $ $ 





Note: The total of ( mn 2 shou 
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Page 14 ANNUAL STATEMENT OF THE 1956 


SCHEDULE C 








Bonds Owned 
DESCRIPTION a) (2) (3 () (Ss) (6) 
Interest 
(includ: 1 tt Rate, Maturit d Interest Dates) Date lue C 
—— ta cae ar onder Acquired Actual Cost Par Value Market Value | “Value Carried Received 
| i Anane During Year “ 
$ $ $ 1$ $ 
- a < $ < $ 
* State basis on which this value was determined 
Note 3. Pa 
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1956 ANNUAL STATEMENT OF THE Page |5 
SCHEDULE D 
Stocks Owned 
Q) (2) (3) (4) (5) (6) 
C | | Market 
DESCRIPTION AND NAME Date | Meet —} Rate *Value Dividends 
OF VENDOR Acquired | Shares Actual Cost Ger Market Value Carried in Received 
ee | | Share | Assets During Year 
Te ' 
| | | $ } $ > > 
i j | fell 
| 
| 
a 
| 1 
— - | 7 
_ = . | 
| 
| } - 
| | 
| 
| | 
| | 
i 
| ' 
| | 
= | 
| | } 
} 
| | 
| 
| | } | 
| | 
} 
1 
| | 
T s $ $s 
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Page 16 1956 
ANNUAL STATEMENT OF THE 








SCHEDULE E 
Cash in Banks 
Bank or Trust Company Interest aan | Bank or Trust Company Interest 
(Name and City) Received i ° 1 (Name and City) Received Balance 
$ $ $ $ 


Total $ $ 


Totals of Bank Balances on the Last Day of Each Month During the Current Year 





lan $ i April_ i$ i = July £ Oct $ 
Feb May Aug Nov 
Mar Tune Sept De 
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ANNUAL STATEMENT OF THE Page !7 


1956 


GENERAL INTERROGATORIES 


(If more space is needed, attach additional sheets) 


Give the names and addresses of the participating labor organizations for whose members the fund is operated 


2. Give the names and addresses of associated or affiliated funds 


3. How many members were in the fund at the end of the current year? 


Are any members of the fund employed outside of New York State? If so, please give the following informatior 
) I i g g 





4 
Number of members employed in New York Number of members employed outside of New York 

5. State largest number of contributing employers during the current fiscal year 

6 On what dates during the past year did the Board of Trustees (or similar body) meet? 


b. Are Minutes kept of such meetings? 


by 


amendments or other changes been made during the current fiscal year in (a) the types and amounts of benefits provided 


the fund, (b) the terms of trust indentures, (c) pertinent provisions of collective bargaining agreements, and (d) any descriptive 
oklets or other similar written material given or made available to employee-members? If so, have copies 
other changes been filed with this Department? (If not, attach copies to this 





f all such amendments o 


Annual Statement.) 
embers provided with a written description of the benefits and eligibility requirements 


9. I enefits are covered by insurance contracts, were the rates and conditions in such contracts subject to competitive bidding? 


). Is a health center maintained by the fund? 


How often are the fund accounts audited by a certified public accountant? 


2. Explain how the “Annual Report,” filed concurrently with this Annual Statement, will be made available to employee-members 


t | nd participating labor organizations 


uting employers a 
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Page 18 ANNUAL STATEMENT OF THE 


3. Were any loans made during the year to trustees, officers, administrators or employees 
e dat an made during the year, and the balance unpaid at the j € 
4. Does the fund hold investments in the securities or other properties of any of its contributing employers or 5 
izations? If so, specify 
1S. a. How many signatures are required on fund checks? 
Is it ‘ ata e designate y the ur em ar gna 
checks 
Were any he i allowa Page 9 
busir e 4 ation tha ste | + f 
If so, give 
Were a ‘ ed assets, exh ed asa ere a 
If not, expla 
& Were any of the stock 7 or other asset f the fur aned during the yea 8 sta 
If so, explain fully 
9. Is the administrat f the a ' yed by a participating la ga 2 £ 
If so, in wh apa 
). Are any paid employee he fur also employe 2 pa ge 
is in wh apa 
€ c ex] a arial, sta al or othe eth ed the puta f the re ‘ 
Page 


1956 


r orga 





' 
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1956 ANNUAL STATEMENT OF THE Page 19 


Members of Board of Individual Trustees, Pension Board, 


} 

; 

: 
TRUSTEES ! 
Committee or Other Similar Body 





qa) (2) «@) 


NAME No. of Meetings 
? Year Elected ony Other Occupation and Union or Business Affiliation 


Current Year 








f 
a) Designated by employer(s) 


i's 
: 
{ 
{ 


signated by labor organization(s) or employees 


YSH4L7T O— ST 41 
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ANNUAL STATEMENT OF THE 


STATE OF 
ss.: 
COUNTY OF 
and 
ees the Fur eing duly sworn, each for himself deposes an ays that this annua! statement, toget 
a explanat here tair annexed or referred t afulla true statement 
e be nformation, knowledge and belief 


Subscribed and sworn to 


this 


before me 


day of 


1956 
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THE AMERICAN BANKERS ASSOCIATION, 
Washington, D. C., July 2, 1957. 
Mr. Paut J. Correr, 
Special Counsel, Subcommittee on Welfare and Pension Plans Legislation, 
Senate Committee on Labor and Public Welfare, Washington, D.C. 


Deak Mr. Correr: There are enclosed herewith four copies of a supplemental 
memorandum on the role of the Federal income-tax laws in connection with pen- 
sion deferred profit-sharing and certain employee welfare plans which you re- 
quested. A copy has been sent directly to Senator Kennedy and to Mr. Forsythe. 

If you believe that additional copies would be helpful in the work of the sub- 
committee, please advise me of the number desired. 

Sincerely yours, 


CHARLES R. MCNEILL. 


INTERNAL REVENUE SERVICE SUPERVISION OF PENSION, DEFERRED PROFIT-SHARING, 
AND CERTAIN EMPLOYEE WELFARE PLANS 


This memorandum supplements the statement made by John L. Gibbons, rep- 
resenting the committee on employees trusts of the trust division of the American 
Bankers Association, at a hearing held before the Subcommittee on Welfare 
and Pension Plans Legislation of the Committee on Labor and Public Welfare of 
the United States Senate on June 18, 1957. At the conclusion of Mr. Gibbons’ 
testimony Senator Kennedy, as well as certain members of the staff, sug- 
gested that they would welcome further information about the role which the 
Federal income tax laws play in insuring that income tax qualified plans will 
be free from the kind of abuses which have been found to exist in certain other 
welfare plans. This memorandum is submitted in response to that suggestion. 


THE STATUTORY SCHEME 


At the outset, it is important to understand just how the provisions of the 
Internal Revenue Code operate upon pension and deferred profit-sharing trusts, 
and also upon those employee welfare plans (such as many “supplemental un- 
employment benefit plans’) which are qualified for income-tax exemption as 
employees’ beneficiary associations. 

The key sections of the code are 501 and 503, and 401 and 404. 

Section 501 (a) provides an exemption from the Federal income tax for 
certain nonprofit organizations, including pension and deferred profit-sharing 
trusts described in section 401 (a), and employees’ beneficiary associations 
described in section 501 (c) (9). Under section 503, this income-tax exemption 
will be denied if the particular organization engages in any of the “prohibited 
transactions” specified in that section. 

The key to income-tax exemption under section 501 (a) for a pension or 
deferred profit-sharing trust is that it meet the requirements for qualification 
prescribed in section 401 (a). For present purposes, the most important of 
these is the requirement that under the trust instrument it must be impos- 
sible, at any time prior to the satisfaction of all liabilities with respect to 
employees and their beneficiaries under the trust, for any of the trust assets 
to be used for, or diverted to, purposes other than for the exclusive benefit of 
the employees or their beneficiaries. 

The key to income-tax exemption under section 501 (a) for an employees’ 
beneficiary association is that it meet the qualification requirements of section 
501 (c) (9), which provides that no part of its net earnings may inure (other 
than through benefit payments) to the benefit of any private individual, and 
that 85 percent or more of its income must consist of amounts collected from 
members and amounts contributed to the association by the employer of the 
members for the sole purpose of making benefit payments to the members or 
their dependents. 

Thus, section 501 (a) provides for exemption from Federal income tax for 
certain pension and deferred profit-sharing trusts and employee welfare plans, 
provided that they refrain from engaging in prohibited transactions under sec- 
tion 503 and continue, in the case of pension and profit-sharing plans, to meet 
the qualification requirements of section 401 (a), and, in the case of employee 
welfare plans, to meet the qualification requirements of section 501 (c) (9). 

The principal remaining elements in the statutory structure regarding pen- 
sion and profit-sharing plans are provided by sections 402 and 404. Section 402 
defers to the year of receipt by the beneficiary the taxation of benefits provided 
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for him under a pension or profit-sharing trust which is exempt from income 
tax under section 501 (a). Section 404 authorizes the deduction by the em- 
ployer of contributions to a pension or profit-sharing trust, but only if such trust 
is exempt under section 501 (a). 

As we will see below, Treasury rulings, in the case of voluntary employees’ 
beneficiary associations, have established rules which are, in substance, similar 
to the statutory rules provided in section 404 regarding the deductibility of em- 
ployers’ contributions. 


INTERNAL REVENUE SERVICE PROCEDURES 


1. Pension and deferred profit-sharing trusts 


The Internal Revenue Service has prescribed procedures for obtaining ad- 
vance determination letters as to the. qualification of pension and profit-sharing 
plans under section 401 (a) of the code, and the status for income tax exemp- 
tion of the related trusts under section 501 (a) of the code. These procedures 
are set forth in Revenue Proceeding 56-12 (copy annexed as exhibit 1). Inas- 
much as the deductibility of the employer’s contributions depends upon the quali- 
fication and tax-exempt status of the trust, it is virtually universal practice to 
request advance determination letters in accordance with this prescribed 
procedure. 

In order to obtain an advance determination letter regarding the initial 
qualification of a pension or profit-sharing plan, it is necessary to furnish the 
information called for under section 1.404 (a)-—2 of the income tax regula- 
tions (copy annexed as exhibit 2), which also prescribe the information to be 
furnished by an employer claiming deductions for contributions to a plan. As 
will be observed, the required information is most detailed and is calculated 
to disclose any infirmity in the plan or trust which would enable the funds to 
be used other than for the exclusive benefit of employees and their beneficiaries. 

The Internal Revenue Service does not, of course, terminate its scrutiny with 
the issuance of an advance determination letter regarding initial qualification. 
On the contrary, the Service requires annual reports which must disclose in 
detail the activities of the pension or profit-sharing plan and the related trust. 

Income tax regulation, section 1.501 (a)-—1 (copy annexed as exhibit 3), re- 
quires all organizations described in section 401 (a), which are tax exempt 
under section 501 (a), to file an annual information return on form 990—P (copy 
annexed as exhibit 4). Particular attention is invited to the requirement for 
detailed statements of receipts and disbursements under which the trustee 
must account for every penny received and disbursed, and the requirement in 
item 3 for disclosure of any transactions between the trust and the employer 
company. 

In addition to form 990-P, which must be filed annually by the trustee, an 
employer claiming an income tax deduction for his contributions must annually 
file the information called for by section 1.404 (a) (2) of the income tax regu- 
lations (copy annexed as exhibit 2). Since the deductibility of the employer's 
contribution is contingent upon the qualification of the plan under section 401 
(a), which, in turn, proscribes diversion of trust funds to the benefit of others 
than the employees and their beneficiaries, the information filed by the em- 
ployer relates to these matters, as well as to the requirement that the claimed 
deductions do not exceed the amounts allowable under section 404. 

In addition to the foregoing, the Internal Revenue Service scrutinizes trans- 
actions involving the investment of pension and profit-sharing trust funds in 
stock or securities of, or loans to, the employer. Procedures in this regard are 
prescribed in Revenue Proceeding 56-12 (copy annexed as exhibit 1) and in 
Revenue Proceeding 56-33 (copy annexed as exhibit 5). These procedures im- 
plement section 503 of the code, which expressly prohibits specified types of 
transactions between an employer company and its pension or profit-sharing 
trust that might benefit the employer to the detriment of the trust. It will be 
observed that the Service requires answers to very searching questions regard- 
ing the reasons for such investments and the quality of the security in which 
the investment is to be made. 

The Internal Revenue Code does not expressly require that income tax 
qualified pension plans must be actuarially sound. Indirectly, however, the 
Internal Revenue Service has gone far toward imposing such a requiremeut. 
The position of the Internal Revenue Service on this point is set forth in 
Pension Service (P. 8S.) Ruling No. 57 (copy annexed as exhibit 6). Under this 
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ruling the qualification of a pension plan under former section 165 (a) (now 
section 401 (a)) will no longer apply if a suspension of employer contributions 
affects benefits to be paid or made available under the plan or if the unfunded 
past service cost at any time exceeds the unfunded past service cost as of the 
date of establishment of the plan. Suspension of contributions in such cases 
will be treated as a termination or partial termination of the plan and a rede- 
termination regarding qualification of the plan is called for. The practical 
effect of this ruling is that a plan will lose its qualification if at any time the 
contributions are not sufficient to maintain a fund which is equal at least to the 
amount of the estimated current costs plus interest on the unfunded past service 
cost. 

From the foregoing it will be seen that the Internal Revenue Service sees to 
it that income tax exempt pension and profit-sharing trusts have and maintain 
their exempt status by requiring— 

(1) exhaustive information in connection with the issuance of advance 
determination letters as to the initial qualification of the plan and related 
trust ; 

(2) annual reports filed by the trustees on form 990—P; 

(3) annual reports filed by employers in support of their income tax 
deductions ; and 

(4) full disclosure of each instance in which trust funds are invested in 
stock or securities of, or loaned to, the employer. 

It will also be seen that pension plans which are not actuarially sound on a 
current basis will lose their income tax qualification. 


2. Employee beneficiary associations 


The benefit plans which qualify for tax exemption under section 501 (¢c) (9) 
as employees’ beneficiary associations are principally those, such as the so-called 
supplemental unemployment benefit plans, which have investment income for 
which tax exemption is sought. As to these, the trust must file an exemption appli- 
cation on form 1026 (copy annexed as exhibit 7), setting forth full information 
about the nature of the trust, its activities, and the manner of its operation. 
In addition, these trusts must file annual returns on form 990 (copy annexed 
hereto as exhibit 8), keeping the form 1026 information current. The em- 
ployer’s contributions to these trusts have been ruled by the Internal Revenue 
Service to be deductible under section 162 (a) of the code (Revenue Rule 
56-102). In issuing this ruling, the Internal Revenue Service pointed out that, 
on the facts presented, 

“* * * (3) the corporation does not have any reversionary interest in the 
assets comprising the trust funds nor may any of the payments made by the 
corporation be diverted by it for any purpose; and (4) upon termination of the 
plan, the trust fund is to continue to be held by the trustee and paid out until 
exhausted in order to provide unemployment benefits and administration ex- 
penses, in accordance with the terms of the plan.” 


EXHIBIT 1 


MISCELLANEOUS RULINGS 


{{ 11,921] Rev. Proc. 56-12—procedure for obtaining advance determination 
letters as to qualification of pension, annuity, profit-sharing, and stock bonus 
plans under § 401 (a), 54 Code—taxpaper can request National Office of Inter- 
nal Revenue Service to review adverse determination of District Director in 
certain circumstances.— 

Procedure as to determinations will respect to the qualification of pension, 
annuity, profit-sharing, and stock bonus plans under section 401 (a) (9 11,056.1] 
of the Internal Revenue Code of 1954, and the status for exemption of related 
trusts under section 501 (a) [{11, 081.1] of the Code. 

Rev. Rul. 32, C. B. 1953-1, 265, superseded. 

Rev: Rul. 54-172, C. B. 1954-1, 394 [see { 11,904], modified. 

{§ 11,921.1] Section 1. Purpose and General Information. 

.01 The purpose of this Revenue Procedure is to prescribe procedures as to 
determinations with respect to the qualification of pension, annuity, profit- 
sharing, and stock bonus plans under section 401 (a) [{ 11, 056.1] of the Inter- 
nal Revenue Code of 1954, and the status for exemption of related trusts under 
section 501 (a) [4 11,081.1] of the Code. 
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.02. A trust created or organized in the United States and forming part of a 
stock bonus, pension, or profit-sharing plan of an employer for the exclusive 
benefit of his employees or their beneficiaries, which meets the requirements of 
section 401 (a) of the Code, constitutes a qualified trust under such section, and is 
exempt under section 501 (a) of the Code unless exemption is denied under 
section 502 [ 11,086] (relating to feeder organizations) or 508 [4 11,091] (re- 
lating to prohibited transactions). Such a trust is required to file an annual 
return as provided by section 6033 [§ 11,226] of the Code. Form 990-P, U. S. Re- 
turn of Employees’ Trust described in Section 401 (a) and exempt under section 
501 (a) of the Internal Revenue Code of 1954 [§ 8803], is used for this pur- 
pose. An exempt trust may, however, be subject to tax under section 511 
{{ 11,106] on unrelated business income. Unrelated business income is reported 
on Form 990-T, U. 8S. Exempt Organization Business Income Tax Return 
{{ 8801]. A nontrusted annuity plan which meets the requirements of section 
401 (a) (3), (4), (5), and (6) may confer special tax treatments provided 
for under other sections of the Code, such as section 403 (a) (2) (9 11,066.1] 
(long-term capital gain treatment) and section 404 (a) (2) [94 11,071.1] 
(deductions for employer contributions for the purchase of retirement an- 
nuities), if the additional provisions of such other sections are also met. 
Advance determination letters as to the qualification of pension, annuity, profit- 
sharing, and stock bonus plans under section 401 (a), and the status for 
exemption of related trusts under section 501 (a), are not required under the 
Code or corresponding regulations as a condition precedent for obtaining any 
of the tax benefits pertaining to qualified plans and exempt trusts. If re- 
quested by taxpayers, however, such advance determination letters are issued 
in accordance with the procedures set forth below. 

{¥ 11.921.2] Sec. 2. Advance Determination Letters. 

.01 The advance determination letters here contemplated are issued with 
respect to consummated or proposed transactions relating to: 

(a) The initial qualification of a plan and, if trusteed, the status for exemp- 
tion of a trust forming a part thereof; 

(b) Compliance with the applicable requirements of foreign situs trusts as to 
taxability of beneficiaries (section 402 (c) [% 11,061.3]) and deductions for 
employer contributions (section 404 (a) (4)); 

(c) Amendments to plans and trusts; 

(d) Curtailments of plans; 

(e) Terminations of plans and trusts; and 

(f) The effect on the qualification of the plan, and status for exemption of 
the trust forming a part thereof, of an investment of trust funds in the stock 
or securities of the employer or controlled corporation (ownership of 50 percent 
or more of all voting stock or 50 percent or more of the total value of shares of 
all classes of stock). 

.02 All requests for determination letters within the purview of section 2.01 
hereof, together with the applicable supporting data, are to be filed separately 
(apart from the data furnished with the employer’s income tax return) in the 
office of the District Director of Internal Revenue having jurisdiction in the area 
prescribed as follows: 

(a) In the case of a single employer, where the principal place of business 
of such employer is located ; 

(b) In the case of a plan of a parent and subsidiary companies, where the 
principal place of business of the parent company is situated regardless of 
whether consolidated returns are filed ; 

(c) In the case of an industry-wide plan (a plan established in a particular 
industry by all subscribing employers, some of whom are located in areas 
within the jurisdiction of more than one Director’s office), where the trustee's 
principal place of business is located or, if more than one trustee, where the 
usual place of meeting of the trustees is held: 

(d) In the case of a pooled fund arrangement (individual trusts under sepa- 
rate plans pooling their funds for investment purposes through a master trust), 
the request on behalf of the master trust, is tobe filed with the director's office 
where the principal place of business of such trust is located, but requests for 
the participating trusts and related plans are to be filed where the principal 
place of business of each employer is located or, in the case of parent and sub- 
sidiary companies, where the principal place of business of the parent company 
is located, regardless of whether consolidated returns are filed. 
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(e) In the case of a plan of multiple employers not otherwise here provided 
for, where the trustee's principal place of business is located or, if more than 
one trustee or if nontrusteed, where the usual place of meeting of the trustees 
or plan supervisors is held. 

03 All requests for determination letters are to be accompanied by informa- 
tion (copies not required), to the extent pertinent, as follows: 

(a) For the initial qualification of a plan, or compliance with the applicable 
requirements of foreign situs trusts, the information called for under section 
1.404 (a)-2 [11,364] of the Income Tax Regulations (section 39.23 (p)-2 of 
Regulations 118), and information showing: (i) type of organization of em- 
ployer, (ii) date incorporated, in the case of a corporation, or date business 
commenced, in the case of other type of organization, (iii) nature of employer's 
business, and (iv) whether predecessor business, if any, was a corporation, an 
individual proprietorship of a partnership, name of predecessor, and when trans- 
fer took place. 

(b) For an amendment, a copy of the amendment and, unless previously filed 
in connection with a written request for a determination for the same year for 
which the amendment is to become effective, or if the amendment changes the 
requirements for coverage or contributions or benefits, the information called for 
under section 1.404 (a)-2 of the Income Tax Regulations (section 39.23 (p)-2 of 
Regulations 118), and, unless previously furnished, information showing (i) 
type of organization of employer, (ii) date incorporated, in the case of a cor- 
poration, or date business commenced, in the case of other type of organization, 
(iii) nature of employer’s business, and (iv) whether predecessor business, if 
any, was a corporation, an individual proprietorship or a partnership, name of 
predecessor, and when transfer took place. 

(c) For a curtailment or termination, the information called for in Exhibit 
“A” [9 11,921.8] hereof; and 

(d) For an investment of trust funds in the stock or securities of the em- 
ployer, the information called for in Exhibit “B” [ 11,921.9] hereof, without 
duplicating information previously filed. It should be noted that even if a re- 
quest for such a determination letter is not made, section 1.401 (b) (5) (ii) 
{{ 11,350.2] of the Income Tax Regulations (section 39.165-1 (a) (6) of Regu- 
lations 118) requires that a full disclosure be made where funds are invested in 
stock or securities of, or loaned to, the employer. The notification is to con- 
sist of the information called for in Exhibit “B” and is to be filed with the ap- 
propriate Director’s office, as provided for in section 2.02 hereof. 

4 The District Director of Internal Revenue is responsible for the issuance 
of determination letters within the contemplation of section 2.01 hereof. Such 
letters will not be issued, however, where the determination requested is pri- 
marily one of fact, such as the market value of property or the adequacy of 
security behind a loan. In such cases the determination will be made upon exam- 
ination of the applicable tax returns. A favorable determination letter on an 
investment of trust funds in stock of the employer corporation will contain the 
statement: “The opinion herein expressed, however, is conditioned on the pur- 
chase of such stock at a price not in excess of the fair market value thereof.” 
The letters herein contemplated contain opinions as to the status for qualification 
and exemption of the plans and trusts referred to therein, and also serve as a 
basis for determining deductions for employer contributions thereunder. A 
favorable determination, however, is not to be taken as an indication that con- 
tributions are necessarily deductible as made. Regardless of whether an advance 
determination letter is obtained, the allowability of deductions for employer con- 
tributions will be determined upon examination of the applicable tax returns in 
accordance with the limitations, and subject to the conditions, of section 404 
[* 11,071] of the Code. Rulings and opinions pertaining to matters other than 
those under section 2.01 hereof, such as taxability of distributees, application 
of the principles relating to deductions for employer contributions, and determi- 
nations as to whether prohibited transactions are involved and as to unrelated 
business taxable income, are issued through the National Office. Requests there- 
for should be addressed to Commissioner of Internal Revenue, Washington 25, 
D. C. 

{{ 11,921.38] Sec. 3. Review of Determination Letters. 

All determination letters issued by District Directors under the procedure 
herein set forth are subject to post review in the National Office under the juris- 
diction of the Assistant Commissioner (Technical). 
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[¥ 11,921.4] Sec. 4. Requests for Advice from Field Offices. 

Requests for advice from District Directors concerning matters within the 
contemplation of section 2.01 [4 11,921.2] hereof will be acted upon in the National 
Office, under the jurisdiction of the Assistant Commissioner (Technical), and 
advice furnished for appropriate disposition of controversial issues. If the tax- 
payer requests the District Director to refer an issue to the National Office, 
he will be advised through the District Director’s office whether his request will 
be complied with, and, if so, when referral is made. In such event, the taxpayer 
will be granted a conference in the National Office, if requested, and he may 
furnish a brief or memorandum with respect to the points at issue. 

{7 11,921.5] Sec. 5. Taxpayers’ Requests for Conferences and Review of 
National Office. 

.01 Where issues arise in a District Director’s office with respect to matters 
within the contemplation of section 2.01 [{11,921.2] hereof and the District 
Director does not refer such issues to the National Office, as provided for in 
section 4 [{ 11,921.4] hereof, the taxpayer concerned may request National Office 
consideration under the circumstances described below. 

02 Requests for National Office consideration will be entertained upon a 
clear showing : 

(a) That the position of the field office is contrary to the law or regulations 
on the points at issue ; 

(b) That the position of the field office is contrary to the position of the In- 
ternal Revenue Service as set forth in a published ruling currently in effect: 

(c) That the position of the field office is contrary to a court decision which 
is followed by the Service, i. e., acquiesence in an adverse Tax Court Decision; 

(d) That the contemplated field action is in conflict with a determination 
made in a similar case in the same or another district ; or 

(e) That the issues arise because of unique or novel facts which had not 
previously been passed upon, as indicated by published rulings or announce- 
ments. 

.03 The request for National Office consideration is to contain the informa- 
tion called for in Exhibit “C” [911,921.11] hereof. A notice of intention that 
National Office consideration will be requested is to be filed with the District 
Director’s office where the case is pending. This will consigt of a copy of the 
request which is intended for National Office filing. If an adverse determina- 
tion is made in the District Director’s office, or if no action is taken within 30 
days after the filing of such notice, the request is to be filed with the National 
Office. A determination will then be made whether the case is to be con- 
sidered at the National Office and the taxpayer will be advised as to such 
determination. If the determination is to consider the case, the file will be called 
in from the field office. The taxpayer will then be afforded an opportunity to 
furnish a brief or memorandum on the points at issue and indicate whether a 
conference in Washington is desired or whether a determination is to be made on 
the written submission only. Copies of all written submissions are to be fur- 
nished the District Director. The District Director may submit a rebuttal 
memorandum to the National Office. If a conference is requested, a time and 
place will be set and the taxpayer advised. The taxpayer may be represented 
by a person who is enrolled to practice before the Department and duly au- 
thorized to appear on his behalf. A determination will be made after full con- 
sideration of all the facts presented, taxpayer’s briefs or memoranda, District 
Director’s rebuttal memoranda, and conference discussions. The case will then 
be returned to the field office for appropriate disposition in accordance with the 
National Office determination and the taxpayer will be notified through the Na- 
tional Office as to such determination. 

[{ 11,921.6] Sec. 6. Effect on Other Documents. 

01 Revenue Ruling 32, C. B. 1953-1, 265, is superseded by this Revenue 
Procedure. 

02 Revenue Ruling 54-172, C. B. 1954-1, 394 [see { 11,904], is amended to 
conform sections 3.01, 4.04, 7.02, and 7.03 thereof with this Revenue Procedure. 

{911.921.7] Sec. 7. Effective Date. 

The effective date of this Revenue Procedure is May 21, 1956. 

(911.921.8] Exhibit “A” 

Information to be filed with request for determination letter in connection 
with termination or curtailment of employees’ plans and trusts. 

1. The date as of which the plan (is proposed to be) terminated or curtailed. 
2. A statement setting forth the reasons and circumstunces relative to the 
(proposed) termination or curtailment. 
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3. A tabulation in columnary form showing the information specfied below 
with respect to each of the twenty-five highest paid employees at the time of 
termination or curtailment (or, in case of a proposed termination or curtail- 
ment at the most recent anniversary of the plan) listed in the order of their com- 
pensation, and for all other employees as a group (showing the number in such 
group), covered by the plan; 

(a) Name. 

(b) Whether an officer. 

(c) Percentage of each class of stock owned directly or indirectly by the em- 
ployee or members of his family. 

(d) Data, separately for the year in which the plan is terminated or cur- 
tailed and for each of the preceding years of the plan’s operation (not in excess 
of 5, unless requested) with respect to: 

(i) Total compensation, other than deferred compensation. 
(ii) Employer's contribution. 

(iii) Employee’s share in forfeitures. 

(iv) Employees contributions. 

(e) Totals for each of the columns under (d) above, for each year. 

(f) Summary columns showing in aggregate (totaled horizontally) for all 
years, with respect to each of the employees listed and all others, data similar 
to the items called for under (d) above. 

(g) A final column showing the total value of benefits distributed or to be 
distributed to each of the twenty-five highest paid employees and to all others. 

4. A schedule, showing separately for the year in which the plan is termi- 
nated or curtailed and for each of the preceding years of the plan’s operation 
(not in excess of 5, unless requested) : 

(a) The number of participants at the beginning of the period. 

(b) The number added. 

(c) The number who dropped out. 

(d) The number remaining at the end of the period. 

5. A statement as to whether any of the funds under the plan will revert 
to or become available to the employer ; if so, details are to be furnished. 

6. A statement with full particulars as to any funds under the plan which at 
any time were contributed in the form of or invested in obligations or property 
of the employer or related companies. 

{9 11,921.9] Exursir “B” 

Information to be filed with request for determination letter, or by way of 
notification, with respect to investment of trust funds in the stock or securities 
of the employer or controlled corporation. 

1. Balance sheets of the employer (and controlled corporation if involved) as 
at the close of the last accounting period and for the taxable year ended prior 
thereto ; 

2. Comparative statements of income and profit and loss for the last and the 
four prior taxable years; 

(The information called for under items 1 and 2 above, and item 6 below, and 
related data, may be submitted in composite form as set forth in Exhibit 
“B-1” hereof.) 

8. An analysis of the surplus account for the last five years, specifically 
showing the amount and rate of dividends paid on each class of stock; 

4. A statement accounting for all material changes from the latest dates of 
the aforesaid statements to the date of filing the information ; 

5. A schedule showing the nature and amounts of the various assets in the 
trust fund; 

6. A statement setting forth the amount to be invested in the stock or secu- 
rities of the employer (and controlled corporation if involved), the nature of the 
investment, the present rate of return, collateral or type of security for the 
loan if any, and the reasons for the investment. 

{{ 11,921.10] Exurerr “B-1” 

‘ a schedule showing data called for under items 1, 2, and 6 of Ex- 

i t “ ’ 

- Name and address of employer: 

. Name of plan: 

. District in which processed: 

. Date of favorable ruling or determination letter on qualification of plan: 
. Nature of investment: 

Year of investment: 


93947—57——42 
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Amount of investment: 

Annual yield: 

Restrictions on marketability, if any : 
Collateral, if any: 

Total trust assets: 
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Total invested in Stock or Securities (including Promissory Notes) of em- 


ployer (or controlled corporation) : 


. Percentage of total assets invested (including current investment) in stock 
or securities of employer (and controlled corporation, if involved): 


Nature of Employer’s Business: 
Reasons for the investment : 


EMPLOYER'S FINANCIAL 


DATA 


(And separately of controlled corporation, if involved) 


16. Balance Sheets: 


Latest year Prior year 
ended ended 


(a) ‘Total current assets...................-..2....-.. bus ahs 


(b) Total current liabilities................-.......-..-.-..- 5 


(c) Working capital jexcess of (a) over (b)] 
(d) Current ratio [(a) divided 2a ep Perms tej ose 
(e) Total assets. aGL3 
(f) Total liabilities..__.-_____- 
(g) Capital s 
(h) Analysis of capite ul: 
Preferred stock: 
Number of shares issued and outstanding 
Amount dai een 
Common stock: 
Number of shares issued and outstanding 
Amount 
Surplus: 
Paid-in _- 
Earned -_. 


17. Profit and loss: 


Year 
ended 


(a) Net sales or total receipts 
(b) Cost of goods sold. 

(c) Gross profit 

(d) Other income 

(e) Total profit... bec 
(f) Operating expenses -- 

(g) Other deductions. 

(h) Net profit 

(i) Federal income and excess profits taxes 
(j) Dividends paid 

(k) Other surplus charges 

(1) Surplus credits 
(m) Net transfer to surplus 


[{ 11,921.11] EXHIBIT “C” 
Request for 


National Office consideration of issues in pe nsion, annuity, 


Year Year 


ended ended 


profit- 


sharing, or stoc k bonus cases pending in District Directors’ offices. 


(Copy to District Director and original to National Office after 


adverse deter- 


mination in field office, or the elapse of 30 days from date of filing of copy with 


District Director without action in field office) 


1. Date of request. 
2. Name and address of taxpayer. 


3. Name and address of representative, if any 


(enrollment to practice before 


Department and authorization to appear required). 
4. District Director’s office in which case is pending. 


5. Type of plan (pension, annuity, 


profit-sharing, or stock bonus). 
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6. Type of action involved (initial qualification, amendment, curtailment, termi- 
nation, or investment). 

7. Date of filing copy of this request with District Director. 

8. Date and symbols of field determination letter, if any. 

9. 


A succinct statement of the issues without presentation of the facts or argu- 
mentation i. e., “Whether a limitation may be imposed on employer contribu- 
tions used to provide benefits for stockholder-employees.” 

10. Grounds for requesting National Office consideration, i. e., field action con- 
trary to law or regulations (sections involved), contrary to published rulings 
or court decisions (citations), conflict between districts or in same office 
(give name and district of case in conflict), or unique or novel facts (brief 
description). 

State whether conference is desired at the National Office. 

12. State whether the applicable information, as set forth in section 2.03 hereof, 

has been filed with the District Director. 


[Rev. Proc, 56-12, IRB 1956-21.] 


EXHIBIT 2 


LAW, BEGULATIONS, RULINGS 


[{ 11,364] § 1,404 (a)-2 Information to be furnished by employer claiming 
deductions.— 

[{ 11,364.1] (a) For the first taxabzle year for which a deduction from gross 
income is claimed under section 404 (a) (1), (2), (3), or (7) [9 11,071.1], the 
employer must file the following information (unless such information has been 
previously filed in accordance with the regulations under section 23 (p) [{ 9025] 
of the Internal Revenue Code of 1939) for each plan involved to establish that it 
meets the requirements of section 401 (a) [§ 11,056.1] or 404 (a) (2), and that 
deductions claimed do not exceed the amount allowable under paragraphs (1), 

2). (3), and (7) of section 404 (a), as the case may be: 

(1) Verified copies of all the instruments constituting or evidencing the plan, 
including trust indentures, group annuity contracts, specimen copy of each type 
of individual contract, and specimen copy of formal announcement and compre- 
hensive detailed description to employees with all amendments to any such 
instruments. 

(2) A statement describing the plan which identifies it and which sets forth 
the name or names of the employers, the effective date of the plan and of any 
amendments thereto, the method of distribution or of disbursing benefits 
(whether by trustee, insurance company, or otherwise), the dates when the 
instruments or amendments were executed, the date of formal announcement and 
the dates when comprehensive detailed description of the plan and of each 
amendment thereto were made available to employees generally, the dates when 
the plan and when the trust or the contract evidencing the plan and of any 
amendments thereto were put into effect so that contributions thereunder were 
irrevocable and a summary of the provisicns and rules relating to— 

(i) Employee eligibility requirements for participation in the plan, 

(ii) Employee contributions, 

(iii) Employer contributions, 

(iv) The basis or formula for determining the amount of each type of 
benefit and the requirements for obtaining such benefits and the vesting 
conditions, 

(v) The medium of funding (e. g., self-insured, unit purchase group 
annuity contract, individual level annual premium retirement endowment 
insurance contracts, etc.) and, if not wholly insured, the medium of contri- 
butions and the kind of investments, and 

(vi) The discontinuance or modification of the plan and distributions or 
benefit payments upon liquidation or termination. 

(3) A tabulation in columnar form showing the information specified below 
with respect to each of the 25 highest paid employees covered by the plan in the 
taxable year, listed in order of their nondeferred compensation (where there are 
several plans of deferred compensation, the information for each of the plans 
may be shown on a Single tabulation without repetition of the information com- 
mon to the several plans) : 

(i) Name. 

(ii) Whether an officer. 
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(iii) Percentage of each class of stock owned directly or indirectly by the 
employee or members of his family. 

(iv) Whether the principal duties consist in supervising the work of 
other employees. 

(v) Years of birth. 

(vi) Length of service for employer to the close of the year. 

(vii) Total nondeferred compensation paid or accrued during the taxable 
year with a breakdown of such compensation into the following com- 
ponents: 

(a@) Basic compensation and overtime pay, 

(b) Other direct payments, such as bonuses and commissions, 

(c) Compensation paid other than in cash, such as goods, services, 
insurance not directly related to the benefits or provided from funds 
under the plan, etc. 

(viii) Amount allocated during the year for the benefit of the employee 
or his beneficiary (including any insurance provided thereby or directly 
related thereto), less the employee’s contributions during the year, under 
each other plan of deferred compensation. 

(ix) Amount allocated during the year for the benefit of the employee or 
his beneficiary (including any insurance provided thereby or directly 
related thereto), less the employee’s contributions during the year, under 
the plan, if a profit-sharing or stock-bonus plan, also a breakdown of such 
amounts into the following components. 

(a) Amounts originally allocated in the year, and 

(6) Amounts reallocated in the year. 

(x) Amounts of employee contributions during the year under the plan, 

(xi) Ifa pension or annuity plan. 

(a) The retirement age and date and the form of the retirement 
benefit, 

(b) The annual rate or amount of the retirement benefit, and 

(c) The aggregate of all of the employee’s contributions under the 
plan, all based, in the case of an employee who is not on retirement 
benefits under the plan, upon the assumption of his continued employ- 
ment at his current rate of compensation until his normal retirement age 
(or the end of the current year if later) and retirement on such date 
with the normal form of retirement benefit under the plan 

(4) The following totals: 

(i) Total nondeferred compensation paid or accrued during the taxable 
year for all employees covered under the plain and also for all employees 
of the employer. 

(ii) Total amount allocated during the year for the benefit of employees, 
former or retired employees, or their beneficiaries (including any insurance 
provided thereby or directly related thereto), less employee contributions 
during the year under the plan and, if a profit-sharing or stock bonus plan, 
also a breakdown of such total into the following components: 

(a) Amount originally allocated in the year, and 

(b) Amount reallocated in the year. 

(5) A schedule showing the total number of employees as of the close of the 
year for each of the following groups, based on reasonable estimates : 

(i) All employees ineligible for coverage under the plan because of re- 
quirements as to employment classification, specifying the reasons applicable 
to the group (as, for example, temporary, seasonal, part time, hourly pay 
basis, etc.). 

(ii) All employees ineligible for coverage under the plan because of re- 
quirements as to length of service and not included in subdivision (i) of 
this subparagraph. 

(iii) All employees ineligible for coverage under the plan because of re- 
quirements as to minimum age and not included in subdivision (i) (ii) of 
this subparagraph. 

(iv) All employees ineligible for coverage under the plan solely because 
of requirements as to minimum rate of compensation. 

(v) All employees ineligible for coverage under the plan other than those 
employees included in subdivision (i), (ii), (iii), or (iv) of this subpara- 
graph, specifying the reason applicable to the group. 

(vi) All employees ineligible for coverage under the plan for any rea- 
sons, which should be the sum of subdivision (i) to (v), inclusive, of this 
subparagraph. 





WELFARE AND PENSION PLANS LEGISLATION 637 


(vii) All employees eligible for coverage but not covered under the plan. 

(vii) All employees covered under the plan. 

(ix) All employees of the employer, which should be the sum of sub- 
divisions (vi), (vii), and (viii) of this subparagraph. 

If it is claimed that the requirements of section 401 (a) (3) (A) [911,056.1] 
are satisfied, also the data and computations necessary to show that such re- 
quirements are satisfied. 

(6) In the case of a trust, a detailed balance sheet and a detailed statement of 
receipts and disbursements during the year; in the case of a nontrusteed annuity 
plan, a detailed statement of the names of the insurers, the contributions paid 
by the employer and by the employees, and a statement as to the amounts and 
kinds of premium refunds or similar credits made available and the disposition 
of such credits in the year. 

(7) If a pension or annuity plan, a detailed description of all the methods, 
factors, and assumptions used in determining costs and in adjusting the costs 
for actual experience under the plan (including any loadings, contingency 
reserves, or special factors and the basis of any insured costs or liabilities 
involved therein) explaining their source and application in sufficient detail 
to permit ready analysis and verification thereof, and, in the case of a trust, 
a detailed description of the basis used in valuing the investments held. Also a 
summary of the resulting costs or liabilities and adjustments for the year under 
the pension or annuity plan in sufficient detail to permit ready verification of 
the reasonableness thereof. 

(8) A statement of the applicable limitations under section 404 (a) (1), (2), 
(3), or (7) [§11,071.1] and an explanation of the method of determining such 
limitations and a summary of the data and computations necessary to determine 
the allowable deductions for the taxable year. 

(9) A statement of the contributions paid in the taxable year, showing the 
date and amount of each payment. Also a summary of the deductions claimed 
for the taxable year for the plan with a breakdown of the deductions claimed 
into the following components: 

(i) For contributions paid in the taxable year before giving effect to the 
provisions of paragraph (7) of section 404 (a). 

(ii) For contributions paid in prior taxable years beginning after Decem- 
ber 31, 1941, in accordance with the carryover provisions of paragraphs (1) 
and (3) of section 404 (a), before giving effect to the provisions of para- 
graph (7) thereof, and in accordance with the carryover provisions of 
section 404 (d) [ 11,071.4]. 

(iii) Any reductions or increases in the deductions in accordance with 
the provisions of paragraph (7) of section 404 (a). 

[§ 11,364.2] (b) For taxable years subsequent to the year for which all of 
the applicable information under paragraph (a) [{] 11,364.1] of this section (or 
corresponding provisions of prior regulations) has been filed, information is to 
be filed only to the following extent: 

(1) If there is any change in the plan, instruments, methods, factors, or 
assumptions upon which the data and information specified in subparagraph (1), 
(2), or (7) of paragraph (a) of this section are based, a detailed statement 
explaining the change and its effect is to be filed only for the taxable year in 
which the change is put into effect. However, if there is no such change, unless 
otherwise requested by the district director, merely a statement that there is 
no such change is to be filed. 

(2) The information specified in subparagraph (3) of paragraph (a) of this 
section which has been filed for a taxable year, unless otherwise requested by 
the district director and so long as the plan and the method and basis of allo- 
eations are not changed, is to be filed for subsequent years only to the extent 
of showing in the tabulation such information with respect to employees who, 
at any time in the taxable year, own, directly or indirectly, more than 5 percent 
of the voting stock, considering stock so owned by an individual’s spouse or 
minor lineal descendant as owned by the individual for this purpose. 

(3) The information specified in subparagraphs (4), (5), (6), (8), and (9) 
of paragraph (a) of this section. 

[§ 11,8643] (c) If a deduction is claimed under section 404 (a) (5) 
{7 11,071.1] for the taxable year, the taxpayer shall furnish such information 
as is necessary to show that the deduction is not allowable under the other 
paragraphs of section 404 (a), that the amount paid is an ordinary and neces- 
sary expense or an expense for the production of income, and that the em- 


























































































































































































































638 WELFARE AND PENSION PLANS LEGISLATION 





ployees’ rights to, or derived from, such employer’s contribution or such com- 
—_ were nonforfeitable at the time the contribution or compensation was 
paid. 

(7 11,364.4] (d) For the purpose of the information required by this section, 
contributions paid in a taxable year should include those deemed to be so paid 
in accordance with the provisions of section 404 (a) (6) [9 11,071.1] and should 
exclude those deemed to be paid in the prior taxable year in accordance with 
such provisions. As used in this section, “taxable year” refers to the taxable 
year of the employer and, unless otherwise requested by the district director, a 
“year” which is not specified as a “taxable year’ may be taken as the taxable 
year of the employer or as the plan, trust, valuation, or group contract year 
with respect to which deductions are being claimed provided the same rule is 
followed consistently so that there is no gap or overlap in the information fur- 
nished for each item. In any case the date or period to which each item of 
information furnished relates should be clearly shown. All the information 
required by this section should be filed with the tax return for the taxable year 
in which the deduction is claimed except that, unless sooner requested by the 
district director, such information, other than specified in subparagraphs (4) 
{i) and (9) of paragraph (a) [1 11,364.1] of this section, may be filed within 12 
months after the close of the taxable year provided there is filed with the tax 
return a statement that the information cannot reasonably be filed therewith, 
setting forth the reasons therefor. 

[7 11,364.5] (e) In any case all the information and data required by this 
section must be filed in the office of the district director in which the employer 
files his tax returns and identified for association with the appropriate returns 
and must be filed independently of any information and data otherwise sub- 
mitted in connection with a determination of the qualification of the trust or 
plan under section 401 (a) [{11,056.1]. The district director may, in addition, 
require any further information that he considers necessary to determine allow- 
able deductions under section 404 [{ 11,071] or qualification under section 401 
[711,056] and may waive the filing of such information required herein which 
he finds unnecessary in a particular case. 

[{ 11,364.6] (f) Records substantiating all data and information required by 
this section to be filed must be kept at all times available for inspection by in- 
ternal revenue officers at the main office or place of business of the employer. 

[7 11,365] § 1.404 (a)-8 Contributions of an employer to or under an em- 
ployees’ pension trust or annuity plan that meets the requirements of section 
401 (a) ; application of section 404 (a) (1).— 

[{ 11,365.1] (a) If contributions are paid by an employer to or under a pension 
trust or annuity plan for employees and the general conditions and limitations 
applicable to deductions for such contributions are satisfied (see § 1.404 (a)-1 
[¥ 11,363].), the contributions are deductible under section 404 (a), (1) or (2) 
{* 11,071] if the further conditions provided therein are also satisfied. As used 
here, a “pension trust” means a trust forming part of a pension plan and an 
“annuity plan” means a pension plan under which retirement benefits are pro- 
vided under annuity or insurance contracts without a trust. This section is also 
applicable to contributions to a foreign situs pension trust which could qualify 
for exemption under section 501 (a) [{ 11,081.1] except that it is not created or 
organized and maintained in the United States. For the meaning of “pension 
plan” as used here, see §1.401-1 (b) (1) (i) [9 11,350.2]. Where disability 
pensions, insurance, or survivorship benefits incidental and directly related to 
the retirement benefits under a pension or annuity plan are provided for the 
employees or their beneficiaries by contributions under the plan, deductions on 
necount of such incidental benefits are also covered under section 404 (a) (1) or 
(2). See § 1.402 (a)-1 (a) (3) [9 11.355.1] as to taxability to employees of cost 
of incidental insurance protection. In order to be deductible under section 404 
(a) (1), contributions to a pension trust must be paid in a taxable year of the 
employer which ends with or within a year of the trust for which it is exempt 
under section 501 (a). In order that contributions carried over may be deducted 
in a succeeding taxable year of the employer in accordance with section 404 (a) 
(1) (D), the succeeding year also must end with or within a taxable year of 
the trust for which it is exempt under section 501 (a). See § 1.404 (a)-S 
{{ 11,370] as to conditions for deductions under section 404 (a) (2) in the case of 
an annuity plan. In either case, the deductions are also subject to further limi- 
tations provided in section 404 (a) (1). The limitations provided in section 
404 (a) (1) are, with an exception provided for certain years under subpara- 
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graph (A) thereof (see § 1.404 (a)—4 [* 11,366]), based on the actuarial costs of 
the plan. 

{{ 11,865.2] (b) In determining costs for the purpose of limitations under 
section 404 (a) (1) [" 11,071.1], the effects of expected mortality and interest 
must be discounted and the effects of expected withdrawals, changes in compen- 
sation, retirements at various ages, and other pertinent factors may be dis- 
counted or otherwise reasonably recognized. * * * 


IXHIBIT 3 


LAW, REGULATIONS, RULINGS 


§ 1.501 (a). Statutory provisions; exemption from tax on corporations, cer- 
tain trusts, ete. [For text of statute see { 11,081.] 

{{ 11,570] § 1.501 (a)-l. Exemption from taxation.— 

{§ 11.570.1]. (a) In general; proof of exemption. (1) Section 501 (a) 
[7 11.081.1] provides an exemption from income taxes for organizations which 
are described in section 501 (¢c) [§ 11,081.38] or (d) and section 401 (a) 
[7 11,056.1], unless such organization is a “feeder organization” (see section 502 
[{ 11,086]), or engages in prohibited transactions (see sections 503 [{ 11,091] 
and 504 [{11,096]). However, the exemption does not extend to “unrelated 
business taxable income” of such an organization (see sections 511 [{ 11,106] 
to 515 [4 11,126]). 

(2) An organization is not exempt from tax merely because it is not organ- 
ized and operated for profit. In order to establish its exemption, it is necessary 
that every organization claiming exemption file with the district director of 
internal revenue for the internal revenue district in which is located the princi- 
pal place of business or principal office of the organization an application form 
as set forth below. However, an organization which has been granted exemp- 
tion under the provisions of the Internal Revenue Code of 1939 may rely on 
that ruling, unless affected by substantive changes in the 1954 Code or any 
changes in the character, purposes, or methods of operation of the organiza- 
tion, and it is not necessary in such case for the organization to request a new 
determination as to its exempt status. 

(3) An organization claiming exemption under section 501 (c) (2), (3), (4), 
(5), (6), (7), (8), (9), (12), (18), or (15), shall file the form of application 
appropriate to its activities, filled out in accordance with the instructions on 
the form or issued therewith. Copies of the following forms may be obtained 
from any district direct of internal revenue: For organizations claiming ex- 
emption under section 501 (c) (3), Form 1023; under section 501 (c) (4), (5), 
(6), or (8), Form 1024; under section 501 (c) (7), Form 1025; and under 
section 501 (c) (2), (9), (12), (18), or (15), Form 1026. For employees’ trusts 
described in section 401 (a), and exempt under section 501 (a), see § 1.401-1 (e) 
and § 1.404 (a)-2. * * * 

[¥ 11,570.2] (b) Additional proof by particular classes of organizations, 

ue x a * ae a co 

(2) In addition to the information specifically called for by this section the 
Commissioner may require any additional information deemed necessary for a 
proper determination of whether a particular organization is exempt under sec- 
tion 501 (a) [111,081.1], and when deemed advisable in the interest of an efli- 
cient administration of the internal revenue laws he may in the cases of particu- 
lar types of organizations prescribe the form in which the proof of exemption 
shall be furnished. 

(3) An organization claiming to be specifically exempted by section 6033 (a) 
[{ 11,226] from filing annual returns shall submit with and as a part of its appli- 
cation a statement of all the facts on which it bases its claim. 

[¥ 11,570.3] (c) Duties of district director with respect to proof of exemption. 
The district director of internal revenue shall take steps to insure that the 
application and other papers are complete and in order and shall take such 
other action as may be prescribed leading to a determination whether the or- 
ganization is exempt under section 501 [{§ 11,081]. 

[9 11,570.4] (d) “Private shareholder or individual’ defined. The words 
“private shareholder or individual” in section 501 [411,081] refer to persons 
having a personal and private interest in the activities of the organization. 

[{ 11,570.5] (e) Requirement of annual returns. (1) Every organization 
exempt from tax under section 501 (a) [{ 11,081.1), unless specifically exempted 











640 WELFARE AND PENSION PLANS LEGISLATION 





from filing annual returns by section 6033 [{ 11,226] (see paragraph (h) of this 
section) shall file annually a return of information specifically stating its items 
of gross income, receipts and disbursements, and such other information as may 
be prescribed by the Commissioner in the instructions on the appropriate form 
or issued therewith. Such information return shall be filed annually regardless 
of the amount or source of the income or receipts of the organization and ir- 
respective of whether it is chartered by, or affiliated or associated with, any 
central, parent, or other organization. It shall be filed with the district direc- 
tor of internal revenue for the district in which is located the principal place of 
business or principal office of the organization. 

(2) Organizations other than those exempt from tax under sections 501 (c) 
(3) [9 11,081.3] and 501 (d), and other than those described in section 401 (a) 
[{ 11,056.1] shall file their annual returns on Form 990. 

* cd ~*~ 8 cs * . 

(4) Organizations described in section 401 (a), which are exempt under 
section 501 (a), shall file an information return on Form 990-P [{ 8803], in lieu 
of using Form 990, to comply with the provisions of this section and section 6033. 
However, an organization described in section 401 (a) may be relieved from stat- 
ing in its return any information which is reported in returns filed by the employer 
which created the organization. (See section 6033 and §1.401-1 (e).) 

(5) Returns on Form 990, Form 990—-A, or Form 990-P shall be on the basis 
of the established annual accounting period of the organization. Where the 
organization has no such established acounting period, such returns shall be on 
the basis of the calendar year. 

a * * * * * * 


(7) Information returns on Form 990, Form 990—-A, and Form 990-P are not 
required to be filed by an organization claiming an exempt status under section 
501 (a) prior to the establishment by the organization of an exempt status 
under § 1.501 (a)-1. Organizations not held to be exempt but claiming exemp- 
tion may secure extensions of time for filing ordinary income-tax returns and 
paying the tax. See sections 6081 and 6161 and the regulations issued there- 
under. With respect to group returns, see paragraph (f) of this section. 

{{ 11,570.6] (ff) Group returns. 

2 


a * * * * * 


{111,570.7] (g) Date for filing annual returns. The annual returns of in- 
formation on Form 990, Form 990—A, and Form 990—P [{] 8803] shall be filed on 
or before the fifteenth day of the fifth full calendar month following the close 
of the period for which the return is required to be filed. 

(111,570.8] (h) Organizations not required to file annual returns. 

a * * a7 * * e 

(5) The provisions of section 6033 (a) [111,226] relieving certain specified 
types of organizations exempt from tax under section 501 (a) [§11,081.1] from 
filing annual returns do not abridge or impair in any way the powers and 
authority of the Commissioner provided for in other provisions of the Internal 
Revenue Code of 1954 to require the filing of such returns by such organizations. 

(1 11,570.9] (i) Records of district directors. District directors of internal 
revenue will keep a list of all organizations held to be exempt from tax to the 
end that they may occasionally inquire into their status and ascertain whether 
or not they are (1) observing the conditions upon which their exemption is 
predicated, and (2) annually filing returns on Form 990, Form 990—A, or Form 
990-P [|] 8803], if they are required to file such returns. 

111,570.10] (j) Records, statements, and other returns of tax-exempt 
organizations. (1) An organization which has established its right to exemp- 
tion from tax under section 501 (a) [4 11,081.1] and has also established that it 
is not required to file annually the return of information on Form 990 or Form 
990—-A shall immediately notify in writing the district director of internal reve- 
nue for the internal revenue district in which is located its principal office of 
any changes in its character, operations, or purpose for which it was originally 
created. 

(2) Every organization which has established its right to exemption from 
tax, whether or not it is required to file an annual return of information, shall 
submit such additional information as may be required by the district director 
for the purpose of enabling him to inquire further into its exempt status and to 
administer the provisions of section 6033 [{ 11,226] and this section. For re- 
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quirement as to keeping of permanent books of accounts of records, see section 
6001 and the regulations thereunder. 

(3) An organization which has established its right to exemption from tax 
under section 501 (a), including an organization which is relieved under section 
6033 and this section from filing returns of income or annual returns of infor- 
mation, is not, however, relieved from the duty of filing other returns of infor- 
mation. See sections 6041 [{ 11,228], 6065, 6071, and 6091 and the regulations 
thereunder. 

[111,570.11] (k) Unrelated business tax returns. In addition to the fore- 
going requirements of this section, certain organizations otherwise exempt from 
tax under section 501 (c) (2), (3), (5), or (6) [§ 11,081.3] and section 401 (a) 
[1 11,056.1] which are subject to tax on unrelated business taxable income, are 
also required to file returns on Form 990-T [{ 8801, 8802]. See §1.511-3 for 
requirements with respect to such returns. 

[Published in Federal Register, January 21, 1956.] 

[Editor's note: Proposed regulations §1.501 (b) through $1.501 (c) (7) 
omitted as irrelevant. ] 

§ 1.501 (c) (8). Statutory provisions; exemption from tax on corporations, 
— trusts, etc.; fraternal beneficiary societies. [For text of statute see 
| 11,081.} 

{{ 11,571] § 1.501 (c) (8)-1. Fraternal beneficiary societies—A fraternal 
beneficiary society is exempt from tax only if operated under the “lodge system” 
or for the exclusive benefit of the members of a society so operating. “Operating 
under the lodge system” means carrying on its activities under a form of organi- 
zation that comprises local branches, chartered by a parent organization and 
largely self-governing, called lodges, chapters, or the like. In order to be exempt 
it is also necessary that the society have an established system for the payment 
to its members or their dependents of life, sick, accident, or other benefits. 

[ Published in Federal Register, 1-21-56.) 

[Editor’s note: Proposed regulations § 1.501 (c) (9) through § 1.501 (e)-1 
omitted as irrelevant. ] 

§ 1.502. Statutory provisions; feeder organizations. [For text of statute see 
{ 11,086.] 

{§ 11,572] §1.502-1. Feeder organizations.— 

{§ 11,572.1] (a) In the case of an organization operated for the primary 
purpose of carrying on a trade or business for profit, exemption is not allowed 
under any paragraph of section 501 [{§ 11,081] on the ground that all the profits 
of such organization are payable to one or more organizations exempt from 
taxation under section 501. For the purpose of this rule, the term “trade or busi- 
ness” does not include the rental by an organization of its real property (includ- 
ing personal property leased with the real property). In determining the 
primary purpose of an organization, all the circumstances must be considered, 
including the size and extent of the trade or business and the size and extent of 
those activities of such organization which are specified in the applicable para- 
graph of section 501. 

{§ 11,572.2] (b) If a subsidiary organization of a tax-exempt organization 
would itself be exempt on the ground that its activities are an integral part of 
the exempt activities of the parent organization, its exemption will not be lost 
because, as a matter of accounting between the two organizations, the subsidiary 
derives a profit from its dealings with its parent organization, for example, a 
subsidiary organization which is operated for the sole purpose of furnishing 
electric power used by its parent organization, a tax-exempt educational organi- 
zation, in carrying on its educational activities. However, the subsidiary 
organization is not exempt from tax if it is operated for the primary purpose of 
carrying on a trade or business * * *, 
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EXHIBIT 4 


FORM 990-P 


U. 8. Treasury Department—Internal Revenue Service 


fev. Nov. 1955) _| YJ. $. RETURN OF EMPLOYEES’ TRUST DESCRIBED IN SECTION 
401(a) AND EXEMPT UNDER SECTION 501(a) OF THE INTERNAL 
REVENUE CODE OF 1954 


(As required under section 6033 of the Internal Revenue Code) 
FOR CALENDAR YEAR _..... 


or other taxable 


year 19 


Legal name of trust 


, and ending 





Address (number, street, city oz town, pestal sone number, State) 





Address (number, street, city or town, pestel cone musnbes, State) 


1. Date of letter, meroeene toner any of 
y dev ees dsimtocea Cit "C Profit. 0 Stock 
te in easton it 
™ pica sharing bonus 


3. Date of establishment of trust. 
In what State or country... 
4. Have any changes not 
the internal Revenue 
your trust indenture or vlan? Yes 
If “Yes,” attach a copy of the amendments in duplicate 


8. Have you had any sources of income or engaged 
in any p activities which have not been 


0 Yes 1) No 
i  anach detailed statement in duplicate. 


6. Bid aoe hold any real for rental 
purposes on which oe an indebtedness 
incurred in acquiring the property or in 

making improvements thereto?........... . 0 Yes 0) No 

If “Yes,” attach detailed statement in duplicate. 

7. sar you filed a tax return on Form 990-T for 


year? 
If “Yes,” where filed?_...._...._.... i 
Unrelated business gross income sound 
8. Wasa Form 990-? filed for the preceding year? 5 Yes oO No 


If “Yes,” where filed?__._..__.. 
8. After March 1, 1954, did— 

The creator of your trust, or 

A contributor to your trust, or 

A bro or sister (whole or half blood), spouse, ancestor, or 
lineal descendant of such creator or contributor, or 

A corporation owned (50 pees or more of voting stock or 
50 percent or more of value of all stock) directly or indirectly, 
by such creator or contributor— 

(a) Borrow any part of your income or corpus?. [] Yes 

(b) Receive any ccmpensation for personal 


Om or 


0 Ne 


(} No 
CJ No 


C) No 
CJ No 


(¢) Obtain any part of your services?..... 
@ Seven any securities or other properties 

from you?.. . O Yes 
(e) Sell any sevurities or other property to you?. C) Yes 
@® Have any part of your income or corpus 


diverted to him by any transaction? (0 Yes [) No | 





If answer to any question is “Yes,” attach detailed statement 
in duplicate. 


If answer to questions (a), (d) or (e) is “Yes,” also furnish the 
following injormation relating to the employer (unless pre 


viously tiled and a favorable determination letter had been 
received) 


(1) Balance sheets of the employer as at the close of the 
last accounting period and for the taxable year 
ended prior thereto. 

(2) Comparative statements of income and profit and loss 
for the last and a four prior taxable years 


(3) An peqeles of the surplus account for the last five years 
d specifically si —— the amount and rate of 
dividends paid on each class of stock 
(4) A statement accounting for all material changes from 
the latest dates of the aforesaid statements to the 
date of filing the information. 


5) A schedule showing the nature and amounts of the 
various assets in the trust fund. 


(6) A statement setting forth the amount invested in the 
stock or securities of the employer, or a corporation 
controlled thereby, the nature of the investment the pres- 


ent rate of return, and the reason for the investment. 


10. Has the employer notified you that he has 
filed or will file the information required b’ 
section 1.404 (a)-2 or the statement edeed 
under section 1.404 (a)-2 (d) of the Income _ 
Tax Regulations? . C) Yes 
If “Yes,” furnish only the following: 


(a) Names and addresses of parties to the trust agreement and 
the date thereof. 


(b) The taxable year involved. 
(c) A copy of notification from employer either that such in- 


formation has been filed or will be filed or that he has filed 
the statement required under section 1.404 (a)-2 (d) 


(d) The office of the District Director of Internal Revenue in 
which the employer files his returns. 


C) No 


If information has not been filed by the employer, furnish all 
information required by section 1.404 (a)-2 


DECLARATION (See Instruction 5) 


I declare under the 
by me, and to the best 


malties of 
my know 


jury that this return (including any accompanying schedules and statements) has been examined 
and belief is a true, correct, and complete return. 


i 
corporate | 
SEAL 


I declare under the penalties of perjury that I prepared this return for the trust named herein, and that this return (including any 


accompany’ 


information relating to the matters required to be reported in this 


~Gindividual or Firm signature) = 


schedules and statements) is, to the best of my knowledge and belie!, a true, correct, and complete return based on all the 
return of which I have any knowledge. 
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GENERAL INSTRUCTIONS 


1. Every trust claiming qualification must prove its right thereto 
by filing wi with the District oer of Internal Revenue for the internal 
revenue district in which the trust is located an annual return as 
required by section 6033 and the information required under section 
1.404 (a) Such trust, however, need not file with its return such 
information required under section 1.404 (a)-2 for a taxable year 
as has been reported or will be reported in a return filed by the 
employer who established the trust and so notifies the trustee; but 
the trustee in lieu of such information shall state the information 
required on line 10, page 1. 


2. This form shall be prepared in accordance with the method of 
accounting regularly employed tn keeping the books of your trust. 

3. The balance sheets, Schedule A, should agree with the books of 
account or any difference should be reconciled. 


4. If, on page 2, line 27 does not equal line 8, attach a schedule 
accounting for the difference. 


5. Declaration.—The return must be signed by the trustee. If 
there is more than one trustee, any trustee authorized by the other 
trustees pursuant to authority set forth in the plan, may sign. When 
@ return is actually prepared by some person or persons other than 
the trustees, such person or persons must also sign the declaration at 
the foot of page 1. 

6. For further information see regulations under sections “ea (a), 
501 (a), 503 and 6033 of the Internal Revenue Code of 1954. 


FORM 990-T.—Section 51 1 of the Internal Revenue Code i 

a tax, in the case of trusts exempt from tax by reason of section 401 (a) 
of the Code, on-inocome derived (a) from operation of a ness 
enterprise which is unrelated to the purpose for which such trust 
received an exemption, or (b) from certain rentals from property 
leased to others on a long-term basis. Such income and tax are to 
be reported on Form 990-T, cc pies of which may be obtained from 
the District Director of Internal Revenue. 


NOTE: Pages 2 and 3 are not required to be completed where the employer has furnished such information. 
STATEMENT OF RECEIPTS AND DISBURSEMENTS 





Line No. 
1. Contributions... 








(b) Employee 
2. Interest 
3. Dividends. . 
4. Rents ‘ ‘ aise 
§. Gross receipts from business activities (state nature). 
(a) 
(b) 
GD dntsciecetehsinnnitentcinign 
6. Gain ee loss) from ras i A. Acaccsinnatiinititctinai ibianigiiintinl 
7. Other income (attach itemized schedule)... ..........-..--seee00: 
8. Total of lines 1 to 7 inclusive...........+.eeeeeeeceeees 
DISBURSEMENTS (and Deductions) 
A. Expenses attributable to income lines 4 and 5 
9. Cost of goods sald 
10. Compensation of trustees, etc. (attach statement Dita name, in hen. 
11. Wages, salaries, and commissions (other than compensation of trustees, etc.) ...... 6... ee ee eee 
I, oa miccckab 09 0 cide U465 25 Fe ohbbabenenndbeimesaxreabenees o36 
13. Taxes (such as property, income, social security, unemployment taxes, etc. ) 
14. Rent 
18. iaentien ail (depletion) alin te oc hse Rach Ok Sead baie a 
16. Miscellaneous expenses (state nature)........................---------------- 
OP 
I ialeencencrensedteninebnsiniial 
_ ; 
B. Other expenses 
17. Compensation of trustees (not included on line 10)... ......... 
18. Wages, salaries, fees, and commissions (not included on line 11) 
19. Interest (not included on line 12) ..... 2... cc cece cece eeeeeee 
20. Taxes (not included on line 13) . 
21. Rent (not included on line 14) ............ccecceeeeeeeeeeees 
22. Miscellaneous expenses not elsewhere classified (state nature)... ..-..-....... 
BUD cecinrtcnddierndceedictniscieeengnetechepsthibneehbeaabdideoiaeats 
@) ..... —_— 
BP cm pens eeeeniehtan 
©. Distributions 
23. Distributions to participants in this trust or their beneficiaries 
24. Other distributions (state nature) 
28. Additions to reserves (attach itemized schedule) 
98. Additions to surplus. .............ccseescceesecccceees 
2. - 














COR Ree eee eee . 106.0 0 Ditieedatneenmaeinniane 
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Schedule A.—Balance Sheets (See Instruction 3) 


4. Investments in nongovernmental bonds, etc. ........... 


&. Investments in corporate stock. ..........sseceeeeeess 


eee eee eeeeeeeeeeeee 
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ExuIsit 5 


MISCELLANEOUS RULINGS 














[§ 11,936] Rev. Proc. 56-33—procedure for issuance of rulings on whether 
qualified trusts and certain tax-exempt non-profit organizations will be held 
to have engaged in prohibited transactions, under § 503 (c), ‘54 IRC.— 
Procedure for issuance of rulings whether certain exempt organizations de- 
scribed in section 501 (c) (3) [§11,081.3] of the Internal Revenue Code of 1954 
and employees’ trusts, which are qualified under section 401 (a) [{§ 11,056.1] of 
the Code and exempt under section 501 (a) [§ 11,081.1] of the Code, will be held 
to have engaged in a prohibited transaction within the purview of section 503 (c) 
of the Code upon engaging in certain acts. 
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Rev. Rul. 54-172, C. B. 1954-1, 394, Rev. Proc. 56-12 [{ 11,921], I. R. B. 1956-21, 
31, amplified. 

{7 11,926.1] Sec.1. Purpose. 

The purpose of this Revenue Procedure is to prescribe procedures for the 
issuance of rulings whether organizations described in section 501 (c) (3) 
[{ 11,081.38] of the Internal Revenue Code of 1954 to which the provisions of 
section 503 [§ 11,091] of the Code are applicable, and employees’ trusts which 
are qualified under section 401 (a) [§11,056.1] of the Code and exempt under 
section 501 (a) [§11,081.1] of the Code, will be held to have engaged in 2 pro- 
hibited transaction within the purview of section 503 (c) of the Code upon 
engaging in certain acts. 

{§ 11,926.2] Sec.2. Background. 

01 Section 503 (c) of the Code sets forth six types of transactions which are 
prohibited to exempt organizations, inclusive of employees’ trusts, as defined in 
section 1 hereof. Findings with respect to such transactions, to a considerable 
extent, require determinations which are primarily factual, e. g., adequacy of 
security, reasonable compensation, preferential treatment, purchases for more 
than, or sales for less than, adequate consideration in money or money’s worth, 
and substantial diversion of income or corpus. Section 6 of Revenue Ruling 
54-172, C. B. 1954-1, 394, states, in part, that rulings or determination letters 
ordinarily will not be issued in connection with income, profits, estate, and gift 
tax matters where the determination requested is primarily one of fact, e. g., 
(1) market value of property, (2) whether compensation is reasonable in amount, 
etc. In this connection, Revenue Procedure 56-12 [{ 11,921], I. R. B. 1956-21, 
31, in section 2.04, provides, in part, that: 

The District Director of Internal Revenue is responsible for the issuance of 
determination letters within the contemplation of section 2.01 hereof. Such 
letters will not be issued, however, where the determination requested is pri- 
marily one of fact, such as the market value of property or the adequacy of 
security behind a loan. In such cases the determination will be made upon 
examination of the applicable tax returns. A favorable determination letter 
on an investment of trust funds in stock of the employer corporation will contain 
the statement: “The opinion herein expressed, however, is conditioned on the 
purchase of such stock at a price not in excess of the fair market value thereof.” 
* * * Rulings and opinions pertaining to matters other than those under section 
2.01 hereof, such as * * * determinations as to whether prohibited transactions 
are involved and as to unrelated business income, are issued through the National 
Office. * * * 

.02 Investments by an exempt organization must be consistent with, and aid 
in effectuating, its charitable, educational, or other purpose or function consti- 
tuting the basis for its exemption under section 501 (a) of the Code. Invest- 
ments by an exempt employees’ trust must be consistent with the primary 
purpose of such a trust, which is that it be maintained and operated for the 
exclusive benefit of employees or their beneficiaries. Toward these ends, the 
following requisites are to be observed: The cost must not exceed fair market 
value at the time of purchase, a fair return commensurate with the prevailing 
rate should be provided, sufficient liquidity should be maintained so as to permit 
distributions in accordance with the stated purposes, and the safeguards that a 
prudent investor would look to should exist. In issuing a determination letter 
with respect to investments of an employees’ trust, the District Director passes 
upon compliance with such requisites except the issue of fair market value, since 
the letter is specifically conditioned on the purchase price not exceeding such 
value. This issue lies in the prohibited transactions area with respect to which 
the District Director does not issue determination letters. The National Office, 
however, does rule on some such matters under the circumstances set forth 
below. 

[7 11,926.3] Sec. 3. Advance Rulings. 

01 The National Office issues rulings on certain matters within the pro- 
hibited transaction area (1) if the transaction is prospective, or (2) if the trans- 
action is consummated, it does not apply to a year for which a return has been 
filed or with respect to which the due date for filing a return has passed. Such 
rulings are limited to situations described in subsection .02 hereof. 

.02. Where the question of value is involved, the National Office will pass 
upon issues whether prohibited transactions are involved only if there is a clear 
indication of value which can be established by reference to recognized sources, 
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without requiring valuations or appraisals, such as the adequacy of security 
consisting of any or a combination of the following: 

(a) A surety bond issued by a recognized surety company doing a surety 
bond business under applicable state law. 

(b) An assignment of an insurance contract having a cash surrender value 
sufficient to cover the loan, interest, and possible costs of collection. 

(c) A first mortgage on real property in an amount not in excess of 50% of 
its assessed value for local tax purposes. 

(d) Collateral represented by securities listed on a recognized exchange of 
an aggregate value equal to twice the amount of the loan. 

[7 11,926.4] Sec. 4. No Advance Rulings. 

Advance rulings in prohibited transactions cases, except as provided for in 
section 3 hereof, will not be issued. However, a determination will be made 
upon examination of the applicable tax returns. Included in this “no ruling” 
area are such transactions as sales-and-lease-backs, gifts-and-lease-backs, and 
other rental transactions, of real or personal property, either directly or indi- 
rectly, with the creator or related or controlled interests. 

[7 11,926.5]. Sec. 5. Effect on Other Documents. 

Revenue Ruling 54-172, C. B.. 1954-1, 394, and Revenue Procedure 56-12 
I. R. B. 1956-21, 31, are amplified to the extent herein set forth. 

[Rev. Proc. 56-33, IRB 1956-42.) 


Exuisit 6 
PS Rutines UNvER ’39 IRC 


{7 12,556] PS No. 57. Effect of suspension or partial suspension in any 
year of employer contributions to a qualified plan [modified in part by Rev. 
Rul. 56-596, { 11,678 ].— 

Advice is requested as to the applicability of a ruling regarding qualification 
of an employees’ stock bonus, pension, profit-sharing, or annuity plan under 
section 165 (a) of the Internal Revenue Code [of 1939], as amended, if the 
employer contributions are suspended or partially suspended for any year pur- 
Suant to a provision with respect thereto contained in the plan but the plan is 
not explicitly amended or terminated. 

In the case of a pension or annuity plan, the applicability of a prior ruling 
as to qualification of the plan under section 165 (a) will not be affected by 
suspension of employer contributions if the benefits to be paid or made avail- 
able under the plan are not affected at any time by the suspension and if the 
unfunded past service cost at any time (which includes any unfunded prior 
normal cost and unfunded interest on any unfunded cost) does not exceed the 
unfunded past service cost as of the date of establishment of the plan. For 
this purpose the unfunded past service cost may be determined by methods, 
factors, and assumptions appropriate as a basis of deductions under section 
23 (p) (1) (A) (iii) [(’°89 IRC]. A ruling as to qualification under 165 (a) 
does not, however, apply to the plan if a subsequent suspension of employer 
eontributions affects benefits to be paid or made available thereunder at any 
time or if the unfunded past service cost at any time exceeds the unfunded past 
service cost as of the date of establishment of the plan. Suspension of contri- 
butions in such cases will be treated as a termination of partial termination of 
the plan. The employer and the trustee should notify the Commissioner re- 
garding suspension in such cases in order that a redetermination regarding 
qualification of the plan under section 165 (a) may be made. 

In the case of a profit-sharing or stock bonus plan, if contributions of the 
employer are not made in accordance with a definite formula provided in the 
plan without regard to indefinite conditions, any prior ruling is inapplicable. 
The employer and the trustee should notify the Commissioner in such cases in 
order that a redetermination regarding qualification of the plan under section 
165 (a) may be made. [PS No. 57, 85-46] 

{9 12,557] PS No. 58 Revised. One-year term premiums taxable to an 
employee under §29.165-6 [°39 IRC] may be based on the insurance company’s 
experience one year term rates [reissued as Rev. Rul. 55-747, § 11,647].— 

[{ 12,558] PS No. 59. The term “total distributions payable” as used ‘in 
$165 (b) °389 IRC, refers to the balance to which a distributee is entitled at 
the time of the employee's separation from service.— 
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Advice is requested as to whether the capital gains provision of Section 
165 (b) [’89 IRC] applies in a case in which the balance (in a trust exempt 
under Section 165 (a)) standing to the credit of an employee at the time of his 
separation from the service is distributed in one taxable year of the distributee 
on account of the employee’s separation from service, notwithstanding the fact 
that prior distributions have been paid to such employee from such trust. 

Section 165 (b) provides in part: 

“* * * that if the total distributions payable with respect to any employee 
are paid to the distributee within one taxable year of the distributee on account 
of the employee’s separation from the service, the amount of such distribution 
to the extent exceeding the amounts contributed by the employee, shall be con- 
sidered a gain from the sale or exchange of a capital asset held for more than 
6 months.” 

It is the opinion of this office that the term “total distributions payable” 
refers to the balance to which a distributee is entitled at the time of the 
employee’s separation from service, regardless of any prior distributions which 
may have been paid to such employee. Therefore, the capital gains provision 
of Section 165 (b) applies to a case in which the balance to which a distributee 
is entitled at the time of an employee’s separation from service is distributed 
in one taxable year of the distributee on account of the employee’s separation 
from service, although some distributions may have been made to such em- 
ployee in prior years in accordance with the provisions of the plan of which 
the trust is a-part. 

Correspondence regarding thisfl 
symbols IT: PS [PS No. 59, 2-25447.] 

[§ 12,559] PS No. 60. Procedure with respect to obtaining rulings as to actual 
or proposed termination or curtailment of a qualified plan [superseded by 
Rev. Proc. 56-12, 4 11,921].—_ 

[{ 12,560] PS No. 61. Long term capital gain tax option in §165 (b), 
*39 IRC, applies only to distributions from a qualified trusteed plan [rendered 
obsolete by § 403 (a) (2), ’54 IRC]}].— 

[7 12,561] PS No. 62. Availability to successor corporation of carry-over 
deduction of old corporation taken over by merger [rendered obsolete by § 381 
(c) (11) and (20), ’54 IRC].— 
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EXHIBIT 8 
U. 8. Treasury Departrent—Internal Revenue Service 


ggg | RETURN OF ORGANIZATION DESCRIBED IN SECTION 501 (c)| 
orem oy, | (OTHER THAN SUBSECTION 3] EXEMPT FROM TAX UNDER | ix crace secow 
SECTION 501 (a) OF THE INTERNAL REVENUE CODE OF 1954 


(As Required Under Section 6033 (a) of the Code) 









"(City or town, postal sone number, county, Stote) 


Date of exemption letter and subsection of section 501 © under which you have qualitied for ‘encmptien 


1. State nature of activities __. 





b. Number stockholders at end of year... .... 
(1) Dividend requirements 
















eeeitaeiens eeabihiaieainmepuniiietsien . ao aaieemeen (a) Preferred stock oobs cones anh 
2. Have you filed a tax return on Form 990-T (b) Common stock... ............805. 
for this year? 0 Yes () No ee en een ee an 
“Yes,” > , oe <oeceeeeecceeee | 24. Have any chai not od 
If “Yes,” where filed? ave ony age Oct spevbady separ 
Unrelated business gross income reported... $... in your articles of incorporation or bylaws 
3. Was a Form 990 filed for the preceding year? [] Yes [(] No or other instruments of similar import?.... [] Yes () No 
ee i il ii aeelteibialeand It “Yes,” attach a copy of the amendments 
in duplicate. 
4. What is the legal form of your organization a8. Did a a 
(corpora corporated associa- any cer, director, trustee, etc., re- 
re ae io ceive a gilt, living quarters, or anything 
ey : “7 rarer oe of value not includéd in compensation 
8. In what year was your organization formed?. . a ; reported on lines 13 or 21, page 2?7...... [] Yes [] No 


In what State or country?. . a na olan i If “Yes,” attach detailed statement in dup- 

6. Accounting method used [] Cash [ Accrual [) Other licate. 
. anek, explain 13. If any of your income is derived from mem- 
bers’ aotneth, etc., show amounts 


(a) Affiliated organizations 







state name and address of organization for 








which you hold title to property ) Welfare funds..... 
Silat iesoetlietnactiadivenalieteinasiudlieihananshiiiiessiiphtihanssiginicammiinnenietitin aaaaee . (d) Other purposes......... a ee 
sinllatsutnendnesadesliasinonpent Sncingouiecnicnen soniticsiilestenwannticki : 14. Have you had any Genes mange or an 
guscessor ; 5 gaged in any a whi ve not 
oar eink aut ebenerte previously, been reported to the Internal 
of the predecessor organization(s) ue Service? ....... --+++++ 1) Yes 1) No 
deicedadehinecsatligliiela If “Yes,” attach detailed statement in dupli- 





cate. 









18. If you are the type of organization described 

in section (c) (7), show gross receipts 

and other income on page 2, lines 8 or 10 
aaiciarstatesiaiilniaia cian uiatntiiamanne sidielithin dias llaaiamimaiasenatien attributable to— 
IIIT iccncisianiahiiimvbiecunanetann st eenteatinatiniankndiinep a. Members and their quests isiesianies 
lie saglat te iearineestinciirhcachstarhdpadeesing scgtaaemnadeetes mS b. Others 





i Re I it GR EE ain scisctesteccrcnseniinrnccenniinnce 








18. Do you have capital stock issued and out- 16. Did you lease or rent any real property to or 
? 0 Yes () No 






standing?. . from a person or groups of persons directly 
___If “Yes,"" complete the following: _ mt wan —— 0TH associated with you? : .. OC Yes (J No 
acelin sid = STOCK | STOCK =| (MAME) If Yes," attach detailed staternent in duplicate. 
a. Number of shares outstanding oa as |.eceeeseveeeee | 8%. Did you hold = seal propery ~~ ee 
| purposes on whi is an indebted- 
(1) Held by individuals... .. erareend . ness incurred in acquiring the property 
(2) Held by organizations caeeeeneiaeateeadlinmenmemasenll dsiciaaseets or in making improvements thereto? 0 Yes (J No 


Total shares outstanding 3 ae ae ai It “Yes,” attach detailed statement in duplicate. 


















WELFARE AND PENSION PLANS LEGISLATION 649 


Line Ne INCOME, DUES, CONTRIBUTIONS, ETC. 


1. Dues, assessments, etc., from members, excluding service and other charges properly included under 
line 8 (see Instruction 5) 







2. Dues, assessments, etc., from affiliated organizations eed seetraction 5) 
3. Contributions, gifts, grants, etc., received (see Instruction 5) 
4. Payments received in Health, Welfare, etc., fund 

(a) From employers 


(b) From employees 
5. Interest 
6. Dividends. . 
7. Rents 


8. Gross receipts aes aati activities s (Btate mahi 4 
(a) --.|8. 
(b) ; aie 
(c) Dicewub ientliei 


9. Gain (or loss) from sale of assets, excluding inventory items (see Instruction 10) 


10. Other income (if more than 10 percent of line 11, attach itemized schedule. Also see Instruction 5) 
il. Total of lines 1 to 10, inclusive . 


DISPOSITION OF INCOME, DUES, CONTRIBUTIONS, ETC. 
A. — attributable to income lines 7 and 8 (see Instruction 6): 
qe OP" Ear erry em 
: Compensation of officers, directors, trustees, etc. “(Attach statement unten name, position, salary, 
and time devoted to position) ; é 
14. Wages, salaries, and commissions (not included on line 13). Number of employees involved 
15. Interest / 
16. Taxes (such as Finals income, an security, ‘Sealants taxes, stalk 
BIR ccc boeniniens 
18. Depreciation (and Sedna 5 
19. Miscellaneous expenses (State neni 
(a) -.... panmihit cel edits $ 
(b) 
(c) ... 
B. Other expenses: 
28. Dues, assessments, etc., to affiliated organizations 
213. Compensation of officers, directors, trustees, etc. (not included on Te 13) (Attach staternent eaten 
name, position, salary, and time devoted to position). . , ; 
22. Wages, salaries, and commissions (not included on line 14). Number of employees involved 
23. Interest (not included on line 15). . 
24. Taxes (not included on line 16) 
28. Rent (not included on line 17) ‘ ened 
26. Miscellaneous expenses not elsewhere classified sect eat 
(a) ... sruleaes cneagaley Tc sderhnahasenaiien celina piibring ; $ 


27. Contributions, gifts, grants, etc., paid (State to whom paid): ee 
(a) . sialisiied inerasieesendeseaiinetiinitsiicdaiaialittimeiniatalaaamnstiatnatateatiinaiidianiisity ae i$. 
(b) . 
(c) ' 
D. Other dispositions: 
28. Benefit payments to or for members or their dependents: 
(a) Death, sickness, hospitalization, or disability benefits 
ee Ne I ons onan on ku uhith £6 <u ee emnhamnnkae’ ta hae 
29. Dividends and other distributions to members, shareholders, or denim. 
38. Additions to surplus and reserves (Attach itemized schedule) 





~_31.__ Total of lines 12 to 30, inclusive (see Instruction 7)... ....-- +--+ 1 sense eee eens 
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Schedule A.—BALANCE SHEETS (See Instruction 8) 


Dac 
ASSETS fmoet} ae 
1. Cash Po : $ 
2. Notes and accounts receivable » nae 
Less: Reserve for bad debts 


3. Inventories 


4. Investments in governmental obligations 

S$. Investments in nongovernmental bonds, etc 
Investments in corporate stocks (see Instruction 9) 

7. Other investments (Iternize) 


. Capital assets: 
(a) Depreciable (and depletable) assets (Attach 
iternized schedule) 
Less: Reserve for depreciation (and depletion) 
(b) Land. 
Other assets (Iternize) 


Total assets 





LIABILITIES 
Accounts payable 
Bonds, notes, and mortgages payabie: 
(a) With original maturity of less than | year 
(b) With original maturity of | year or more 
Other liabilities (Iternize) 





Total liabilities 





NET WORTH 
Capital Stock 
(a) Preferred S 


(b) Com 





Membership certificates 
- Paid-in or capital surplus (or donated capital if a trust) 


Surplus reserves (Iternize) 











. Earned surplus and undivided profits 


Total net worth 





Total liabilities and net worth | is 


SIGNATURE AND VERIFICATION (See Instruction 1!) 


I declare under the penalties of perjury that this return (including any accompanying schedules and statements) has been examined 
by me and to the best of my knowledge and belief is a true. correct, and complete return 


| CORPORATE 
* - SEAL 
(Date) Gignature of ofticer) (Tithe) a 
I declare under the penalties of perjury that I prepared this return for the person named herein and that this return (including any 
accompanying schedules and statements) is, to the best of my knowledge and belief, a true, correct, and complete return based on all 


the information relating to the matters required to be reported in this return of which I have any knowledge 


(Individual of firm signature 
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1. An annua) statement of gross income, receipts, disbursements, 
etc., on this form, is required by law of every organization which is 
exempt from tox under section 501 (a) of the Code of 1954, except- 
ing only—()) fraternal beneficiary society, order, or association 
described in section 501 (c) (8); (2) organization described in sec- 
tion 50} (c) (3) (see Form 990-A); (3) religious or apostolic organi- 
zation described in section 50] (d) (required to file Form 1065); 
(4) stock bonus, pension, or profit-sharing plan which qualifies under 
section 401 (a) (see Form 990-P); or (5S) corporation described in 
section 50! (c) (1), if wholly owned by the United States or any 
agency or instrumentality thereof, or a wholly owned subsidiary of 
such corporation. 


2. This form shal! be prepared in accordance with the method 
of accounting regularly employed in keeping the bcoks of your 
organization. 


3. Fill im the lines on pages 2 and 3 of this form to the extent 
that they apply to your organization. 


4. A group return on this form may be filed by a central, parent, 
or like organization for two or more of its chartered, affiliated, or 
associated loca) organizations which (a) are subject to its general 
supervision and examination, (b) are exempt from tax under the 
same provision of revenue law as the central organization, (c) have 
authorized {t in writing to include them in such return, and (d) have 
filed with it statements, verified under oath or affirmation, of the 
information reguired to be included in this return. Such group 
return shall be in addition to the separate return of the central 
organization, but in lieu of separate returns by the local organiza- 
tions included in the group return. There shall be attached to such 
group return c schedule showing separately (a) the total number, 
names, and addresses of the local organizations included, and (b) 
the same information for those not included therein. 


§. In al) cases where line 1 or 2 includes money or property 
amounting to $3,000 or more, and line 3 or 10 includes money or 
property amounting to $100 or more which was received directly 
or indirectly from one person, in one or more transactions during 
the year, itemized schedules showing the total amount received from 
and the name and address of each such person shall be attached 
to this return. (The term “person’’ includes individuals, fiduciaries, 
partnerships, corporations, associations, and other organizations.) 
Receipts by c ‘‘central” organization from organizations included 
in a group return need not be itemized in the ‘‘central’’ organiza- 
tion's separate return. 


6. If the total of income lines 7 and 8 is not more than $5,000, 
amounts includible in line 12 through line 19 may be entered under 
ine 21 through line 26 under the appropriate headings. Where 
sections “A” and ‘’B’ must both be completed, items of expense may 
be divided between these sections on the basis of accounting records 
or, if such records do not provide for this division, any items of ex- 
pense which fall wholly under either of these sections may be divided 
on any reasonable basis, such as an approximation of the use of a 
facility or the time spent by an individual. 


7. If line 31 does not equal line 11, attach a schedule ac- 
counting for the difference. 


8. The balance sheets, Schedule A, should agree with the 
books of account or any differences should be reconciled. All 
organizations reporting to any national, State, municipal, or other 
public officer may submit, in lieu of Schedule A, copies of their 
bolance sheets prescribed by any such authority as of the beginning 
and end of the taxable year. 


8. In all cases where line 6, Schedule A, includes 10 percent 
or more of any class of stock of any corporation, attach a list showing 
the name of the corporation, the number of shares of each type of 
stock owned (including information indicating whether the stock is 
voting or nonvoting), and the book value of the stock included 
line 6, ; 


16. Attach a detailed statement showing with respect to each 
piece of property sold: (a) Date acquired and manner of acquisi- 
tion; (b) Gross sales price; (c) Cost or other basis (value at time 
of acquisition, if donated); (d) Expense of sale and cost of im 
provements subsequent to ccquisition; (e) Depreciation since acqu 
sition; and (f) Gain or loss—(b) plus (e) minus (c) plus (d). 


11. Signature and Verification.—The return must be signed either 
by the president, vice president, treasurer, assistant treasurer, chief 
accounting officer, or by any other corporate officer authorized to 
sign. A receiver, trusiee, or assignee must sign any return which 
he is required to file on behalf of a corporation. The statement at 
the bottom of page 3 of the return is required to be signed by any 
person, firm, or corporation who prepared the taxpayer's return. 
If the return is prepared by a firm or corporation, it should be 
signed in the name of the firm or corporation. The statement is 
not required if the return is prepared by a regular, full-time em- 
ployee. 

12. For further information see regulations under sections 6033 (a) 
and 501 of the Internal Revenue Code. 


Form 990-T.—Section 511 of the Code imposes a tax in case of certain organizations described in sections 401 (a) and 501 (c) (2), 
(3), (5), and (6), on income derived (a) from operation of a business enterprise which is unrelated to the purpose for which such organization 
received an exemption or (b) from certain rentals from property leased to others on a long-term basis. Such income and tax are to be 
reported on Form 990-T, copies of which may be obtained from the District Director of Internal Revenue. 


Form 990-C.—A Farmer's Cooperative Association exempt from tax under section 52] of the Code is subject to tax as provided in 


section 5 


22 and is required to file Form 990-C, copies of which may be obtained from the District Director of Internal Revenue. 


Form 1099.—Every organization engaged in a trade or business making payments in the course of such trade or business of interest, 
rents, commissions, salaries or wages, or other fixed or determinable inceme (including allowances for expenses) of amounts of $600 or 
more during the calendar year shall make returns on Forms 1096 and 1099, except that the making of such return will not be required 
with respect tc the portion of any salary or wage payments reported on Form W-2. 


U. S. GOVERNMENT PRINTING OFFICE : 1955-—-O-353375 


Law ScxHoor or Harvarp UNIVERSITY, 
Cambridge, Mass., May 6, 1957. 


Hon. Joun F. Kennepy, 
United States Senate, 
Washington, D. C. 


Dear SENATOR KENNEDY: I hope that my delay in answering your letter con- 
cerning legislation dealing with pension and welfare plans will not have. ren- 
dered this reply utterly useless. My schedule fell to pieces all at once. 

In the first part of this letter I shall discuss what seem to be the principal 


issues in drafting such a law. In the later parts I shall comment briefly on the 
other questions. 
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I. (1) SHOULD THE STATUTE BE ADMINISTERED BY THE SECRETARY OF LABOR (AS PRO- 
POSED BY THE IVES BILL) OR BY THE SECURITIES AND EXCHANGE COMMISSION (AS 
PROPOSED BY THE DOUGLAS BILL) ? 


I am convinced that any plan for:negistration and disclosure (or even more 
detailed regulation) should be administered by the Securities and Exchange Com- 
mission. My reasons are as follows: 

(a) The Labor Department has little competent personnel apart from the 
Bureau of of Labor Statistics. It has been the weakest department in the 
Government for some years, in my opinion, and there is little reason to foresee 
improvement because the nature of its work is not as attractive to able young 
men as the work of other agencies. 

(b) There is more expertise in this field in the SEC. The SEC is already ac- 
customed to prescribed forms of accounts and inspecting financial statements. 
Consequently it would prepare itself for the task more easily than the Depart- 
ment of Labor and could be expected to produce better forms and better ad- 
ministrative regulations. Its staff is also likely to have a better grasp of the 
significance of the information disclosed. The last factor has some significance 
today, but it would become even more important if experience under a disclosure 
statute should reveal the need for additional legislation regulating fiscal policies 
with respect to premiums, reserves, etc. 

(c) Giving the responsibility to the SEC would arouse more public confidence. 
Furthermore, if employer plans are included, as I think they should be, there 
would be somewhat plausible objections to registering with a department com- 
mitted to the welfare of employees. I do not mean to imply that I share the 
objections, but only that it has enough plausibility to be taken into account. 

(d@) The problems of honest administration and sound accounting are not 
problems of labor relations which the Labor Department might legtimately claim 
fall within its sphere of responsibility. These problems relate to fiscal practice. 
The justification for a statute is the need for subjecting to the public scrutiny 
the activities of any person who controls large amounts of “other peoples’ money.” 
It is for this reason that we regulate commercial and savings banks, insurance 
companies, investment trusts, etc. This is also the reason for regulating the 
fiscal and fiduciary aspects of welfare and pension plans. 

(e) Whatever need there is for comprehension of the labor relations milieu 
can be supplied by the Advisory Council that would be established under the 
Douglas bill. 


(2) SHOULD THE STATUTE APPLY TO PLANS ESTABLISHED AND ADMINISTERED 
EXCLUSIVELY BY EMPLOYERS ? 


In my judgment there are two unanswerable reasons for including these plans. 

(a) When employers establish plans unilaterally, they too become trustees of 
“other peoples’ money.” There is just the same need for subjecting their con- 
duct to serutiny as the conduct of honest and conscientious labor unions—the 
great majority of the whole. 

(b) Including employer plans causes no hardship and avoids the slap in the 
face incident to regulating only the plans administered by labor unions or jointly 
appointed trustees. 

(3) How much disclosure of information to the beneficiaries of a plan and 
the general public should be required by the statute? 

The Douglas bill requires the SEC to make full disclosure of the information 
registered with it. The Ives bill leaves this question to the Secretary of Labor. 
I think that the Douglas bill is greatly to be preferred. The whole purpose of 
registration is to subject the conduct of these trustees to scrutiny. Gathering the 
information in the files of the Labor Department will do no more good than it 
did to gather financial statements under section 9 (f) of National Labor Rela- 
tions Act. Neither the Secretary nor the SEC ought to be subjected to all kinds 
of pressure to excuse disclosure or to except certain information from the re- 
quirements of disclosure. I think that it is also important for the public 
(including the press) to have access to the reports. Much of the advantage of 
this method of regulation depends upon public analysis and discussion concen- 
trating attention on any actual or potential abuse. 


. 


(4) IS IT DESIRABLE TO EXCEPT SMALL PLANS? 


In considering any Federal legislation dealing with welfare and pension plans 
I have been somewhat perturbed by the realization that it would draw into Wash- 
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ington the responsibility for regulting the affairs which could be handled much 
better at home if only the States would attend to the problem, but I suppose that 
after two decades under the National Labor Relations Act Federal regulation 
has become inevitable in dealing with anything relating to labor relations. 
However, I do think it wise to accept the really small plans»as proposed by the 
Douglas bill, and I like the sections giving the SEC some discretion with respect 
to plans covering between 25 and 100 employees. 


(5) IS DISCLOSURE A SUFFICIENT REMEDY? 


The existing law of trust provides remedies for most, if not all, the abuses that 
have occurred in the administration of welfare and pension plans, not only the 
«ruder forms of pilfering and padded administrative expenditures but also such 
breaches of trust as occur when a trustee sells the trust’s personal property or 
takes a personal commission on trust business. Of course it is also a breach 
of trust to expend trust funds for any object, however laudable, which is not 
within the declared purpose of trust. 

The difficulty is that the beneficiaries of these pension and welfare trusts 
seldom bring suit for breach of trust. A number of factors deter them. Since 
no one person has much interest in the fund and the plaintiffs would get no 
immediate benefit, there is little incentive to institute a private action. Workers 
are not very likely “to go to law” anyway, except in cases of personal injury, 
and the lawyers they go to are not likely to be well versed in the work of trusts 
or adept at applying doctrines developed for charities and family estates to a 
novel set of problems. Of course, there are also strong inhibitions against 
employees suing the officers of a union. 

The foregoing characteristics of pension and welfare plans are found in char- 
itable trusts, for charitable trusts also benefit large numbers of persons no one 
of whom has any substantial personal interest in the way they are administered. 
The law of England, carried to this country, has always given the attorney 
general of a State power to sue to enforce a charitable trust and to remedy any 
breach of trust. In some States, including Massachusetts, the power has been 
confirmed by statute. It has not always been vigorously exercised but there is 
some tendency toward creating a special bureau in the office of the Attorney 
General which would keep an eye on the conduct of all charitable trusts. I 
should emphasize that the power is not to institute criminal prosecutions (unless 
other laws are violated) but to bring civil suits resulting in an order to perform 
the trust and pay damages for any previous breach; in extreme cases the court 
might remove the trustee. 

I have not discussed this question very widely, but my tentative opinion is 
that the Congress should follow this analogy, with: one exception, in enacting 
legislation to cure the abuses which appear to have taken place in the administra- 
tion of health, welfare, and pension plans. The exception is that I would give 
the power to the SEC instead of the Attorney General. The SHC will receive the 
reports under the disclosure sections. On the whoie the SEC is less likely to be 
moved by political considerations. As of today it is much better equipped to 
determine whether there has been a breach of trust and to prepare litigation. 
If it be thought that the Attorney General should have the power because he is 
the Government’s chief law officer, I would permit him to act only upon recom- 
mendation of the SEC. 

To carry out my suggestion a new section would have to be added to the 
Douglas bill reading as follows: 

“The agency shall have power to represent the beneficiaries under any regis- 
tered employee welfare or pension plan and may enforce the due application of 
their funds and prevent breaches of trust in the administration thereof by appro- 
priate judicial proceedings in any court which would have jurisdiction of a 
suit by an individual beneficiary. The granting of such power -to the agency 
shall not be interpreted to restrict the rights or remedies of the beneficiaries nor 
shall it be exercised solely for the benefit of individual beneficiaries having per- 
sonal claims against the fund.” 

The proposed new provision should probably go somewhere in section 10 of the 
Douglas bill. 

The inclusion of the suggested provision would offer two advantages. First 
and most important, it would insure that some action was taken to prevent 
and recedy breaches of trust. Section 9 (h) of the National Labor Relations 
Act apparently has not sufficed to prevent misuse of funds in a labor union 
treasury. I doubt whether mere disclosure of the financial status of pension 
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and welfare plans is enough of a threat to deter some malefactors. A financial 
statement may make one highly suspicious but it does not always reveal the 
wrong so clearly that one has much to fear from its publication. 

The second advantage of this suggestion is that legal action could be taken 
to prevent and remedy abuses without the need of attempting to write a whole 
code of regulation. The law of trust has grown up gradually over the centuries. 
There is, therefore, an ample body of precedent to which lawyers can look in 
advising the trustees and by which the courts can be guided in litigation. All 
that my suggestion would do is to give the SEC power to bring suits which 
eould be brought by individuals today if there were no fears of reprisal and 
sufficient incentive. In technical terms it neither creates substantive law nor 
imposes new regulation. It simply gives a public body standing to sue to enforce 
existing duties. 

II. In my judgment the Douglas bill is much to be preferred over the Ives 
proposal. Part of the difference lies in the better treatment of the basic issue 
discussed above. Another significant difference is that the Douglas bill spells 
out in detail the information which a pension or health and welfare plan must 
file. I think it proper for Congress to decide this kind of question and lay 
down general rules instead of leaving the decision to the executive branch. 
The establishment of an advisory council is also a sound measure both with 
respect to the administering the proposed bill and recommending any new, related 
legislation. 

Finally, I regard the Douglas bill as a more careful, lawyerlike piece of 
draftsmanship. 

III. Obviously both the Douglas and Ives bills leave many problems unde- 
cided. There is danger of abuse in the handling of regular union funds and 
of unfairness and oppression in the exclusion or expulsion of employees from 
union membership as well as in the appointment of receivers. I suppose that 
we should turn our minds to ways of maintaining democratic control such as 
ensuring the open and honest conduct of elections. 

It would seem wise to require the Secretary of Labor to make available to 
any interested member of the public the information now required to be filed 
under section 9 (f) and (g) of the National Labor Relations Act. 

I am not sure just why he kept it secret today and although some money is 
disbursed for purposes which it would be embarrassing to disclose even though 
they are honest and legitimate, still the gains seem likely to outweigh the 
eosts. It would seem unwise, however, to go beyond this measure. No one 
has yet studied techniques of regulation or the implications of control with 
enough care to justify action. The gross abuses can be dealt with under exist- 
ing law. 

I am also skeptical about legislation attempting to regulate the internal 
processes of labor unions. The constitutions and bylaws of most unions are 
very democratic. Abuses have crept in through the same kind of apathy which 
permits corruption in some State and municipal governments. The searchlight 
of publicity which is now being turned on the conduct of union officials should 
go far to correct this condition. There is also a good deal of evidence that 
the unions have themselves become increasingly aware of the need for insuring 
fairness in their internal proceedings. The Upholsterers’ International Union 
has gone farthest in this direction. It established an impartial appeal board 
(of which I am chairman) with jurisdiction to review any disciplinary action 
taken against a local union or an individual member. As you undoubtedly know, 
the United Automobile Workers recently took a similar step. It is quite possible 
that this kind of self-government will spread. I think it should be given the 
opportunity before the Congress seeks to regulate the internal affairs of volun- 
tary associations. 

It is quite possible there should be some organized study of this range of 
problem. Would it be possible for the Senate Labor Committee or your sub- 
committee to ask an unofficial advisory board to make a report and recom- 
mendations? 

I hope that these ideas will be of some help and again I must apologize for 
my delay. 

With best wishes. 

Sincerely, 
ARCHIBALD Cox. 
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CoLUMBIA UNIVERSITY IN THE Crry oF NEW YORK, 
GRADUATE SCHOOL OF BUSINESS, 
New York, N. Y., May 23, 1957. 
Hon. JoHN F. KENNEpY, 
Senate Office Building, Washington, D. C. 


Dear SENATOR KENNEDY: I have your letter of May 15 requesting me to com- 
ment on the regulation of welfare, health, and pension funds in general and 
on 8S. 1122 and S. 1145 in particular. Because of the closing activities of our 
school year and my impending removal to Massachusetts, I am unable to give 
as much time to consideration of these problems as I should like to do, but 
I am glad to submit the comments which follow and hope that they may be 
of some service to you. I shall state my opinions categorically, but you will 
understand that they are only opinions. 

Regardless of the present situation, which has pointed up the dangers in- 
herent in unregulated funds, provision should be made for regulation. The 
need for regulation of insurance in general has long been accepted, both by 
the public and by the insurance business. In the case of these funds, there is 
even more reason for regulation, since most of the beneficiaries have no real 
choice whether they will participate in them and since probably a greater 
percentage of the participants are in no position to protect their own interests. 

I question making various types of exemption from taxation a test of whether 
a fund should be regulated. 

S. 1122, providing for regulation by the SEC rather than by the Secretary 
of Labor meets the problem much more adequately than 8S. 1145. The end to 
be sought by regulation is primarily one of honest administration, fair prac- 
tice, efficient operation, and financial security, On all these heads an agency 
with the background and duties of the SEC is much better qualified than the 
Seeretary of Labor, though provision for cooperation with the latter official 
is very important, particularly in connection with the programing and admin- 
istration of benefits. 

S. 1122 seems also to have been much more carefully thought out than the 
other bill. However, I am wondering whether the regulatory agency is always 
given broad enough power to go beyond the details of the biil in acquiring 
information. Also, there appears to be a tendency to use colloquial expressions 
rather than precise terms in dealing with insurance matters. 

I have a few detailed suggestions for amending S. 1122, as follows: 

1. Use the word “insurer” rather than “insurance carrier’; the second ex- 
pression is in common use, but it is not as exact as the first. 

2. Consider whether the individual funds should meet the expense of audits, 
as is done by insurers. 

. Page 9, line 1: Insert “certified” after ‘‘independent”’. 
. Page 9, line 14: Change “rate” and “charge” to the plural, and insert 

y class” at the end of the line. 

Page 9, line 18: Define the term “claims”. 

Page 10, line 6: Change “rate” and “charge” to the plural. 

"age 10, lines 18 and 19; page 11, line 7; page 12, line 7: The term “re- 
serves” is used here as though reserves were assets and could be accumulated 
and invested. Insurance reserves are liabilities and represent the caleulated 
amount of obligations of an insurer; as such they cannot be invested or ac- 
cumulated. The language of the bill should be revised to relate investment to 
assets, though the investment of assets might be controlled in some measure by 
the amount of the reserve. The calculation of reserves should be regulated. 

8 Page 11, line 11 and elsewhere: The term “present value” should be 
defined. 

If I can be of any further assistance, do not hesitate to command me. 

Sincerely yours, 


RatPu H. BLANCHARD. 


THE OnIO STATE UNIVERSITY, 


Columbus, May 31, 1957. 
Hon. JoHN F. KENNEDY, 


Senator from Massachusetts, 
Washington, D.C. 
DEAR SENATOR KENNEDY: In the closing days of our academic year at the Ohio 
State University I have not been able to give your letter of May 15 the close 
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attention it deserves. The following views are based more upon my general 
knowledge of welfare, health and pension funds than upon recent research. 

There is urgent need for legislation designed to insure the financial.stability of 
welfare, health and pension funds. Unless effective safeguards can be estab- 
lished, it is possible and under certain circumstances probable, that some of these 
funds will come to be insolvent. As the declaration of policy in S. 1122 states, 
“The continued well-being and security of millions of laboring people and their 
dependents are directly affected.” These plans in some instances are projected 
far into the future. If at any time their solvency is impaired, the unfavorable 
results will be compounded to the detriment of the beneficiaries, who in most 
instances would not even be aware that their security was in the process of being 
undermined. 

Conceivably, the individual States might set up controls, as indeed they have 
been doing for many years in the supervision of insurance, including therein the 
regulation of group life and disability underwriting. However, the broad scope 
of some of the welfare, health and pension funds, the fact that they often cover 
employees in more than one State, their significance in management-labor rela- 
tions and other considerations, all point to the conclusion that they are affected 
with a national public interest which can best be protected by Federal legislation. 

Federal legislation should apply to all welfare and benefit plans covering a 
minimum number of persons, whether the plans are administered by an employer, 
a union or otherwise. 

The assumption which apparently underlies both bills is that compulsory dis- 
closure of the financial operations of pension and welfare plans will prevent a 
considerable amount of the abuse which has characterized some of these plans. 
While I think there is much merit to this idea, I am not sure that it is sufficient. 
To the extent that mismanagement of funds results from ignorance, apathy, or 
ineptness rather than from downright dishonesty, I don’t think that mere dis- 
closure will have the desired effect. The administrative agency should be em- 
powered to take some action with respect to plans that do not meet reasonable 
standards. As I read the two bills, S. 1122 creates grounds for action only in 
cases of embezzlement, etc., while S. 1145 does not even go this far. 

Why could not the administrative agency be empowered and directed to con- 
sult with and advise the managers of any plan which appears to be unsound or 
to involve unethical or dishonest practices? Also, might it not be desirable to 
allow the agency to publish lists of unfair and/or unsafe plans, in cases where 
there are questionable practices from an ethical point of view or where plans are 
financially unsound, and where, after consultation, the objectionable features are 
not remedied? This would focus public attention, as well as the attention of 
the potential beneficiaries, upon inadequacies. I do not believe that simply re- 
quiring reports to the beneficiaries’ will accomplish the purpose, in the absence of 
some kind of evaluation by a disinterested agency. Most employees are not ina 
position to evaluate a financial report on a matter as complex as pension and 
welfare plans. 

Arguments can be made for putting the control of welfare, health and pension 
plans under either the United States Department of Labor or the United States 
Securities and Exchange Commission. The fact that the principal purpose of 
the former is to promote and develop the interests of wage earners might suggest 
that it should be the administrative agency. However, the need for financial 
soundness, proper investment of reserve funds, protection against sharp prac- 
tices (excessive commissions, rebates, etc.) and similar considerations point to 
the United States Securities and Exchange Commission as the preferable agency 
to administer any new Federal legislation in this area. 

In expressing a preference for the United States Securities and Exchange Com- 
mission I would not rule out the possibility of a third agency. It is doubtful if 
any existing agency in Washington today has on its staff the actuaries, invest- 
ment analysts and other technical personnel necessary to do the job. The De- 
partment of Health, Education, and Welfare is certainly interested in welfare, 
health and pension plans. As between the two bills, my preference would be 
8. 1122. 

I greatly enjoyed reading Profiles in Courage. 

Sincerely yours, 
Epison L. Bowers. 
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PRINCETON UNIVERSITY, 
Princeton, N. J., May 9, 1957. 
Hon. JoHN F. KENNEDY, 
United States Senate, 
Senate Office Building, Washington, D.C. 


DeAR SENATOR KENNEDY: This is a combined answer to your letter of April 
8 requesting our views with respect to legislation on a number of subjects in the 
union and union-management fields. 

In view of the extensive hearings that have already been held with respect 
to legislation on pensions and health and welfare funds, it would seem desirable 
to legislate in this area separate from the more complicated problem of the regu- 
lation of the internal affairs of unions. On questions of union democracy, pro- 
tection of civil rights of members, and the use of funds that belong to the union 
itself apart from those assigned to pension and health and welfare purposes, 
presumably further hearings and more discussion are necessary in order to de- 
velop mature judgments. This latter area is exceedingly complicated and pre- 
sents many difficulties in drawing distinctions. Consequently, in expressing our 
views at this stage, we are concentrating on the separate subject of pensions 
and health and welfare funds. 

With respect to benefit programs, they have become so significant in size and 
scope that they are definitely affected with the public interest. They also repre- 
sent a separate category in the sense that they offer special protection and are 
partly in the nature of deferred wages. 

In view of these special considerations, it would seem that legislation with re- 
spect to benefit ought to contain the following : 

(1) A requirement for reporting which would involve full disclosure and 
auditing, with penalties for misrepresentation. 

(2) Penalties against the misuse or embezzlement of union funds, as a means 
of supplementing the requirements for reporting and auditing. 

(3) Inclusion under coverage of not only negotiated benefit funds but also 
union benefit funds, and company benefit funds. 

(4) Administration by a quasi-judicial agency which would have its own staff 
for reviewing reports and would be in a position to investigate complaints and 
prosecute offenders. 

On the basis of the above criteria, S. 1122 the Douglas bill has definite ad- 
vantages over S. 1145 the Ives bill. It handles all of the benefit funds as a 
group, without attempting to separate negotiated benefit plans from union or 
company benefit plans. It also contains protection against the misuse of bene- 
fit funds, including embezzlement. In addition, it puts the administration in 
the hands of a quasi-judicial agency. 

For these reasons, we would favor S. 1122 the Douglas bill and would recom- 
mend action on it at this time as a separate measure. 

At a later date, we will be in a better position to express definite views with 
respect to the other items mentioned in your letter. 

Very sincerely yours, 
J. Doueias Brown, 
FREDERICK H. HARBISON, 
RicHArD A. LESTER, 
Professors of Economics, Princeton University. 


MASSACHUSETTS INSTITUTE OF TECHNOLOGY, 
DEPARTMENT OF ECONOMICS AND SocraL Scrence, 
Cambridge, Mass., June 3, 1957. 
Hon. Joun F. Kennepy, 
United States Senate, 
Washington, D.C. 


DeEAR SENATOR KENNEDY: Thank you for your recent letters, including S. 1122 
and S. 1145, and for the opportunity to comment on legislation in this field. 
Each of us has benefited by discussions with the other two, and since we are of 
essentially the same mind, we felt that it would be appropriate to send a joint 
answer. We have studied the bills, though we do not claim technical expertness 
in this area ; and we are glad to give you our views. 

We are strongly in favor of legislation of the type represented by these two 
bills governing welfare, health and pension funds. As we read the bills, the 
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general characteristic of both is that they provide for registration, reporting and 
disclosure, but they leave primary responsibility for regulation to informed 
beneficiaries and other interested parties. This view implies that labor unions 
and the administrators of these funds are and will be responsive to rank and 
file pressures, an implication that we shall return to below. 

If you go beyond disclosure, the provision for certain minimum procedural 
matters, and the imposition of penalties for false statements, you inevitably are 
led, we think, to direct Federal regulation of substantive aspects of these plans. 
One of the important virtues of the American labor movements and the Ameri- 
can collective bargaining system is the flexibility it allows for meeting the great 
variety of problems and circumstances found in industry. Direct regulation 
would run the risk of making unions and collective bargaining less flexible and 
thereby less able to meet the needs of the employees and employers involved. 

Perhaps this point can be clarified by a hypothetical example. Muuy people 
feel that a pension plan without provision for vesting is a fraud, in that it 
leads a worker to expect something that he will get only under certain rather 
restricted conditions. They would therefore require vesting in any pension plan. 
But, if such a requirement hud been in effect 10 years ago, we think it is safe 
to say that privately negotiated plans would be much less prevalent today than 
they in fact are. Unions, employers and students of the pension field are gen- 
erally aware of the vesting problem, and considerable efforts are being made 
to deal with it. This process of cutting and fitting by private parties is, we 
think, preferable to an inevitably more rigid Government regulation on the 
question. 

Given the desirability of disclosure-type legislation in this field, what should 
be the characteristics of that legislation’ Our view is that these characteristics 
should include: 

(1) Coverage that is comprehensive in scope and nondiscretionary in ap- 
plication ; 

(2) A disclosure system that is mandatory in nature; 

(3) A specific and detailed statement as to the information to be re- 
ported and disclosed ; and 

(4) A forward-looking bill that provides for extensive study of the ma- 
terials flowing into the regulatory agency. These studies should be made 
with an eye to providing beneficiaries of the plans and other interested 
parties with empirically based standards for comparison of their plan with 
other plans, as well as with an eye to future legislative proposals. 

Using these standards, we find 8S. 1122 clearly superior to 8. 1145. We think 
it is especially important that coverage be comprehensive and nondiscretionary. 
The probiem here goes weil beyond tuat of Lrauu or possibie misuse of ftunas. 
Ail beneficiaries should be in a position to know in detail just what their partic- 
ular plan is and how it works. It is in the case of the nonbargained, employer- 
administered plan that the employees are least likely to know what their plan 
is and how it works. They have not been directly represented in the working 
out of the plan. They may often be hesitant to ask pointed or detailed questions 
about its operation. They should certainly be provided with the facts. Detailed 
studies of all plans would give them some basis for judging the merits of their 
plan. 

Two of us would take exception to 8. 1122 in its designation of the Securities 
and Exchange Commission as the administering agency whereas the other feels 
the SEC is best equipped to do this job. We all believe that it is most important 
that the information collected under this legislation be studied and disclosed 
in a manner most understandable to members of the labor force. The Depart- 
ment of Labor and the Secretary of Labor seem better equipped to two of us 
to make this analysis than is the SEC. Naturally, if the Secretary of Labor 
is to administer the law, he should have available to him the expert knowledge 
developed at the SEC in the handling of financial data; and if the SEC aa- 
ministers the law, it should have the advice of other interested Government de- 
partments, 

As mentioned earlier, a disclosure rather than a regulatory type of bill implies 
the judgment that labor unions are generally responsive to the wishes of their 
members, and that an informed membership will keep their own house in 
proper order. Though we do not wish to minimize any of the problems involved, 
conceptual as well as practical, in the internal government of our unions, we 
do feel on the basis of our experience and studies, that American unions are 
responsive organizations. Further, this seems clearly to be a period of great 
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internal change for the American labor movement. The AFL-CIO has only just 
been formed. It is just beginning to define its role in studying standards of 
conduct within the labor movement. Recent actions of the AFL-CIO executive 
council and the codes of behavior for unions and union leaders now being 
developed by various groups within the labor movement augur well for the 
future. This process of self-correction, self-study, and standard-setting should 
certainly be encouraged, though not, we believe, in a way that impairs the 
flexibility and effectiveness of the labor movement. 

We believe that legislation embodying a philosophy of disclosure similar to 
that found in 8. 1122 but applied to the procedures of union government and 
financial administration would be helpful here. It might, in an indirect sense, 
provide an outside force that would strengthen the hand of those within the 
labor movement who set the highest standards for the labor movement and who 
cherish the flexibility of the labor movement to meet the changing needs of our 
work-foree. Such a disclosure bill should be specific and detailed particularly 
about: 

(1) Voting procedures on election of officers and on major questions of 
union policy ; and 

(2) Procedures for appeal on internal union matters to some outside 
group and for providing opportunities for expression of the views of 
minorities. 

No doubt the basic problem for internal union democracy is the apathy of 
union members toward the union’s affairs, except in periods of crisis. Unions 
are not the only organizations in the United States that have this problem, and 
we certainly know of no pat solution to it. It does seem clear, though, that 
the problem is not one that can be solved readily through legislation. But, if 
extensive disclosure helps to set proper, though not necessarily uniform, pro- 
cedural standards, then at least the procedures are there to be used when 
necessary. 

We hope these views are of some use to you in the important deliberations 
of your committee. 

Sincerely yours, 
DovueLass V. Brown. 
CHARLES A, MYERS. 
GEORGE P. SHULTZ. 


UNIVERSITY OF MICHIGAN, 
ScHOOL oF SocraL WorRK, 
Ann Arbor, Mich., May 28, 1957. 
Hon. JoHn F. KENNEDY, 
United States Senate, Washington, D.C. 

DEAR SENATOR KENNEDY: This will acknowledge your letter of April 8, in 
which you ask for my comments on the two bills (S. 1122 and 8S. 1145) relating 
to disclosure and registration of welfare, health and pension funds. 

First, I should like to say I endorse the principle of Federal legislation in this 
area. Since these plans involve Federal tax exemptions, the use of the Federal 
mails, the free flow of interstate commerce, and have important social, economic, 
and other interrelationships with Federal social security, labor and related 
legislation, I believe there is sound grounds for exercise of congressional re- 
sponsibility in this field. 

Moreover, the increasing mobile character of our population, the spread of 
nationwide patterns in these programs, and the importance of nationwide plans 
for hospitalization and medical insurance coverage and Sales, strongly argues for 
a Federal interest in the way these arrangements are being developed and ad- 
ministered. 

However, this specific role of the Federal Government must be clearly thought 
out. In this connection, the approach of registration or disclosure seems to 
me to be too limited and does not adequately define or protect the public 
interest. In my opinion, the proper approach is to look at these plans primarily 
from the standpoint of their concern to the national health, welfare, and 
security in which the tax, financial, economic, social, and administrative aspects 
are all important parts. Hence, I strongly advocate that primary administrative 
responsibility for the program be given to the Department of Health, Education, 
and Welfare where these programs can be qualitatively evaluated along with 
other important social, economic, fiscal, actuarial, medical, and administrative 
aspects. 
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Moreover, I believe it is essential that plans established by employers, em- 
ployees, or both, should be subject to the Federal law. From the standpoint of 
the public interest in the health, welfare, and security of the Nation, it is im- 
material who finances or administers the plan. Nor should the Federal Gov- 
ernment by direct or indirect means give preference or a competitive advan- 
tage to one type of plan over another. Hence, if there is to be any Federal 
legislation in this area, it must cover all types of plans. But it would be less 
invidious for all types of plans, if whatever requirements are established were 
administered by the Department of Health, Education, and Welfare, since ad- 
ministration by such a neutral agency would not indicate that abuse or mis- 
management was the sole or even the primary purpose of registration or dis- 
closure. In addition, Marion B. Folsom, the Secretary of Health, Education, 
and Welfare is well versed in the objectives, financing, and methods of ad- 
ministration of these plans; he has the well-merited confidence of employers, 
labor, the insurance carriers, and other instrumentalities affected, such as Blue 
Cross, Blue Shield, ete. I believe he would establish the necessary administra- 
tive arrangements to implement the legislation on a sound and amicable basis. 
This is an important administrative consideration when considering this new 
area in the light of the emotional and psychological factors involved on the part 
of the many groups affected by any such legislation. Finally, the Department 
of Health, Education, and Welfare has the necessary actuarial, medical, and 
other highly specialized personnel to develop a sound and comprehensive plan 
for implementing the legislation. 

In this connection, I strongly endorse the Advisory Council established by 
section 8 of 8S. 1122. It is essential that the advice and cooperation of the 
interested groups be obtained to make the legislation effective. However, 1 
believe the legislation should clearly designate the Secretary of Health, Edu- 
eation, and Welfare as the Chairman of this Council. This will help insure a 
broadgaged approach to this complex and changing problem. I also think there 
should be four representatives of labor to balance the four representatives from 
insurance, banking, and management. 

I have not completed my review of the other points raised in your letter or of 
the detailed provisions of the two bills. However, I am sending these general 
policy comments to you at this time but would be glad to give you additional 
comments later on if you wish. 

With all best wishes to you and to Ted Sorenson. 

Sincerely yours, 
Wieur J. CoHEN, 
Professor of Public Welfare Administration. 


UNIVERSITY OF ILLINOIS, 
INSTITUTE OF LABOR AND INDUSTRIAL RELATIONS, 
Champaign, Ill., April 23, 1957. 
Hon. JoHn F. KEnNeEpy, 
United States Senate, 
Washington, D. C. 


DEAR SENATOR KENNEDY. When you were out here for the senior convocation 
in January we discussed the work of the Senate Labor Committee and you asked 
for suggestions. More recently you have been in touch by correspondence with 
some of my faculty colleagues with respect to advice on enactment of legislation 
to control health, welfare, pension plans, and other union activities. I write for 
the purpose of passing on our joint views. 

So far as broad, general legislation is concerned, we feel that the nub of the 
problem is how to enact legislation which will correct the present abuses without 
at the same time impairing the growth and development of a free and inde- 
pendent labor movement. Indeed, the difficult problem is to design legislation 
and administrative machinery that will strengthen those interests within labor 
and management determined to root out corruption. In this connection it 
might be supposed that those of us who have made a specialty of studying 
labor-management relations would be especially qualified to give advice. Our 
problem, however, is that we have had neither time nor opportunity to give de- 
tailed attention to the abuses which congressional committees have been turn- 
ing up. Conversely, it is.perhaps true that committee staff members who are 
most familiar with the evils which are being developed are less qualified by 
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training and experience in the field to suggest a framework for legislation 
which will stand the test of time and circumstance. All of this is further com- 
plicated by the fact that to be effective any legislation which is enacted should 
have the maximum possible support from the parties who will be thereby regu- 
lated. One need only recall that the Wagner Act always suffered from a gen- 
eral management conviction that it was written as an antimanagement weapon, 
and the Taft-Hartley Act has always suffered from a general labor conviction 
that it was written as an antilabor weapon. In this light it is a sobering 
thought that responsible unionists, like President Hayes, of the machinists, are 
now publicly attacking congressional committees which will later be expected 
to propose legislation for the control of internal union problems. 

Given the above situation, we propose a twofold plan which will, we believe, 
lead to the best results. The first part of the plan calls for enactment in the 
present session of minimal legislation dealing largely with the reporting and 
accounting aspects of health, welfare, and pension plans. We say minimal 
because in our judgment this legislation is not unrelated to other additional legis- 
lation which needs to be more carefully thought out before enactment. 

Secondly, we urge the creation of a public commission to work with and advise 
the Congress on legislation to be presented at the next session. This plan, the 
details of which could be worked out if the idea is attractive, would have the 
following major advantages: 

1. There are a number of distinguished experts in university and public life 
who specialize in labor-management relations, including financial and legal as- 
pects, who have the confidence of both labor and management. Naming such a 
commission for the purpose of aiding in drafting legislation would silence an 
important segment of the opposition that will otherwise develop, and will reas- 
sure the parties who are to be regulated that the problem will be treated with 
sympathy and understanding. 

2. There is ample and distinguished precedent for such a move including the 
time-honored work of the United States Industrial Relations Commission operat- 
ing under congressional mandate in the years 1911-16, and the work of Secre- 
tary of Labor Perkins’ Social Security Advisory Committee which drafted legisla- 
tion culminating in the Social Security Act of 1935. 

3. It offers the only effective device for combining scholarly expertise in the 
field with intimate knowledge of detail possessed by committee staff members. 
Joining resources in this fashion has resulted in momentous work in the past 
and may be expected to again. In your own State of Massachusetts much of the 
labor legislation in recent years has been written by collaborative efforts between 
legislators and outside experts. 

We hope you will feel that this is a plan worth serious consideration. Whether 
it is politically feasible is a question which we cannot answer, but we do feel 
strongly that it offers the best hope of corrective legislation. If the idea is at- 
tractive, we have no doubt that the details can be worked out. If we can be help- 
ful in that connection or if you should wish to discuss the matter further, please 
feel free to call on us. 

Sincerely yours, 
R. W. Fremine, Director. 


May 3, 1957. 
To: Senator John F. Kennedy. 


From: Seymour BE. Harris. 
Subject: Welfare and pension funds.’ 


THE BILLS UNDER CONSIDERATION 


Of the two bills (S. 1122 and S. 1145) I find S. 1122 much more adequate. 

It is appropriate that funds established by employers as well as employees be 
covered. For the payments, however made, are a substitute for wages accord- 
ing to generally accepted economic theory. 

Here are a few concrete suggestions in re S. 1122. 

Page 11, lines 7-13: Why not differentiate State and local from Federal 
securities and also direct issues of the Government from guaranteed ones? 

Page 11, lines 18-25: I would include detailed information on all investments 
which amount to more than 1 percent (cost or present value) of current value 
of outstanding securities or obligations of any one issue. 


1T am not commenting on some of the issues raised in Senator Kennedy’s letter of 
April 8 simply because I do not have the expert knowledge. 
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Page 12, lines 9-17: Why not require disclosure of investments when plan is 
not funded? 

Page 13, lines 17-22; I would think that the Secretary of the Treasury and the 
Chairman of the President’s Council of Economic Advisers would serve on the 
Council because the investment policies are of increasing importance for the 
economy. 

Page 20, lines 3-11: I would include the Chairman of the Council of Economic 
Advisers. 

SOME GENERAL REMARKS 


These funds are of increasing importance and this is especially true of the 
pension funds. Their accummulation and investment may have profound effects 
upon the economy. I would, therefore, think that the SEC and its Advisory 
Council would be required each year to assess the general effects of the opera- 
tion of these funds upon the economy. For example, the SEC and the Council 
should report on the amounts accumulated each year, how invested, effects on 
the economy, integration with other retirement or pension funds, proposals for 
investment given the needs of the economy, and the like. 

For the protection of beneficiaries the SEC and the Council should estimate 
the value in funded and nonfunded plans, the extent of vesting, the amounts 
entrusted to trustees or insurance companies, and similar information. 

S. 1122 does not deal with the problem of investment policy. To some extent 
this is covered by the limitations put upon insurance companies and trustees by 
State laws. 

But it would be helpful if the Government provided general information to 
the managers of the funds, For example, historical material on the returns on 
different types of investments might be given: the experience of other types 
of investors; the risks taken with different types of investments—e. g., the 
risk of rising prices with bonds and capital losses with commen stocks. Many 
of these funds need general guidance. 

Should there not be an absolute prohibition of investments in the company 
cffering the pension program even if it is an employer’s plaus? When funds 
are already invested in the company, liquidation should be provided, say, at the 
rate of 10 percent per year. Both job and savings should net be entrusted to 
aby one company. 

The SEC and the Council could also be helpful in clarifying the likely benefits. 
Here information on numbers of beneficiaries based on retirement policies and 
life tables should be provided. 

In general, the plans tend to be too optimistic. In a growing economy and 
an inflationary one, the chances are that incomes in a peried of 40 years ( working 
life) are likely to rise several times. But the accumulations are made on the 
average at incomes in the middle or slightly later years of these 40 vears. Hence 
if a pension is supposed to provide, say, $100 per month, by the time the pension 
is paid the actual amount even with actuarial soundness is likely to be worth 
considerably less than one-half relative to current incomes than was anticipated 
when the program was made out. For example, in the last 27 years average 
annual income of workers rose from $1,400 to $3,900. A program of $50 monthly 
would amount to more than 40 pereent of income in 1929 but only 15 percent 
in 1957. 

Perhaps most important, the effect of the spread of these funds upon the 
economy should carefully be watched. By 1955, private pension funds were 
accumulating at the rate of $3 billion yearly. Together with Government insur- 
ance of this type the amount was $6.58 billion. The total was equal to 40 percent 
of personal savings and 12 percent of all gross private savings. By 1960, accord- 
ing to Dearing of the Brookings Institution, savings under the private pension 
funds would reach $6 billion or add 20-30 percent to all savings of individuals 
and families. From 1951 to 1956 the rise seems to have been from 2.2 to almost 
4 billion dollars. On the basis of the latest information, $6 billion may be a 
little high for 1969." 

By the end of 1954, private pension funds had accumulated $21.6 billion and 
public, $39.3 billion. Of the $21.6 billion, $11.8 billion were noninsured pension 
fund plans. 


2Cf., Economic Report of the President, January 1957, p. 138, and C. 
Industrial Pensions, 1954, p. 185. 
* SEC, Survey of Corporate Pension Funds, 1951—54, 1956. 
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The investment of these $11.8 billion were as follows (percent) : 


1951 


Cash and deposits 

U. 8. Government securities 
Corporate bonds - 

Preferred stocks - - 

Common stocks _. 

Own company 

Other assets. _.-_- 


A tendency to desert the Government-bond market and to move into common 
stocks is to be noted. 

The proposed legislation should require annual surveys which should include 
the following: 

1. The accumulation, investment, and management of the private pension 
fund. 

2. Relations of these funds to the public funds inclusive of OASL, civil-serv- 
ice retirement, VA, State, and local funds. 

3. Minimum requirements for management of funds: commissions, actuarial 
soundness, vesting, funding, investment policies. 

4. Some general principle of investments should be given indicating at least 
returns in the past, risks, the compensation for investment guidance, and the 
like—though in general, State and local laws and collective bargaining would 
be the decisive factors.‘ 

5. The significance of these programs for the economy: the effects on the rela- 
tion of savings and investments. Do they tend to be deflationary by increasing 
savings too much, or do they tend to be anti-inflationary by increasing savings 
when investments are high? What are the effects on prices of particular kinds 
of assets of pouring $6 billion each year into these areas? 

6. Much more work should be done to integrate these plans with OASI in 
particular. The growth of pension plans tends to stimulate liberalization of 
benefits under OASI. The latter is largely a pay-as-you-go program and was 
made such in order to reduce the diversion of purchasing power from the income 
stream. Now the private plans tend to produce the effects which the 1939 
OASI were to avoid. 

As part of the integration, the responsibility in Congress should be central- 
ized. In 1952, 5 House and 4 Senate committees were dealing with these 
problems.° 


THE TWENTIETH CENTURY FUND, 
SURVEY OF PENSION FUNDS, 
New York 86, N. Y., May 25, 1957. 
Hon. JoHn F. KENNEDY, 
United States Senate, 
Washington 25, D.C. 

My Dear Senator: Thank you for your letter of May 15 requesting com- 
ments on bills 8. 1122 and 8. 1145, proposing registration of pension plans and 
disclosure of data with respect thereto. I consider it a privilege and civic 
obligation to give you my views which are contained in the appended statement. 

As a former staff member of the SEC; professor of finance at New York and 
Columbia Universities; financial consultant; and director of pension survey of 
the Twentieth Century Fund, I have given considerable thought to the place of 
pension funds in our economy. In brief, it is my considered conclusion that 
there is an imperative need for: 

1. Registration and full disclosures of all pertinent data ; 

2. Registration of all pension and welfare funds—whether employer or 
union sponsored ; 

3. Administration by an independent agency. 


_ *Frem 1942 to 1952, 15 percent of plans approved by BIR went out of business. P 
in the United States: A study by the NPA for the Joint Committee on 
Renort, 1952. p. 71. 

®* Pensions in the United States, p. 76. 


ensions 


the Economic 
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The SEC, by virtue of its experience, has demonstrated its capacity to admin- 
ister a disclosure act of this type most successfully. 
If you should desire my views in detail on these matters, please do not 
hesitate to call upon me. 
Respectfully yours, 
PavuL L. Howe. 


CoMMENTS ON S. 1122, WELFARE AND PENSION PLANS DISCLOSURE ACT AND 
S. 1145, WELFARE AND BENEFIT PLANS REGISTRATION AcT OF 1957 


That pension and welfare plans are “affected with the public interest” is so 
obvious that further comment would be redundant. 


NEED FOR DISCLOSURE 


Twenty-five years ago this Nation was suffering a financial paralysis. This 
was due, in part, to a lack of recognition on the part of business leaders of 
their fiduciary obligation to the owners, investors, and the general public. A 
few abused that trust with fraudulent and questionable ethical activities. The 
great majority were ethical, but nevertheless believed that business manage- 
ment was a “private club.” They did not take an enlightened view of the 
interests and proprietary rights of the owners and the general public. state 
governments were unable to handle the job. The chaos of the depression 
merely heightened and exposed the need for full and truthful disclosure of all 
material facts pertaining to business which solicited public funds. The need 
and importance of disclosure in the financial markets was well brought out by 
the Senate Banking and Currency Committee hearings in early 1933. These 
hearings revealed the need for remedial action. This took place in the forin of 
the Securities Act of 1933, frequently referred to as the Truth in Securities Act. 
Its basic premise was full and complete disclosure of all material facts relating 
to the public solicitation of funds. 

We are in the midst of a severe economic turmoil with reference to inflation. 
This inflation has a severe impact upon the efforts of most Americans and the 
Government to provide economic security for unemployment, sickness, and old 
age. These objectives are as important as the ones which existed in i988. 
Pension and welfare plans affect the security of not only millions of workers 
but also their families. 

In terms of money, these plans involve raising more than $6 billion annually, 
and the management of more than $30 billion already accumulated. Even when 
these pension funds are accumulated as a result of noncontributory and unne- 
gotiated programs, they are a part of wages. More important, these funds are 
relied upon as savings to protect the wage earner in times of adversity against 
sickness, unemployment, and the infirmities of old age. These welfare funds 
are bread in the mouths of the worker and his family. That alone shows the 
overwhelming public interest with which pension-fund contributions and accu- 
mulations are affected. Pension grants have emerged from a cocoon of self- 
interest to public interest. 

These pension funds as a matter of law belong to the workers. (See Inéund 
Steel Co. v. National Labor Relations Board, 170 F. 2d 247 (1949), 336 U. S. 
930 (1949).) The workers are the beneficial owners. Union and company 
committees or bank trust departments are merely trustees or fiduciaries. As 
beneficial owners, the workers have proprietary rights. As proprietors, they 
are entitled : 

(a) to have their funds managed for their sole benefit, according to the 
highest standards of trusteeship ; and, 
(b) to be fully informed about the management of their property 

To reinforce the recognition of the proprietary interests of the workers, we 
need only recall that these contributions and funds must be irrevocably dedi- 
cated to pension and welfare objectives in order to be eligible for preferential 
tax treatment. This means that they no longer belong to the corporation. 
Since they no longer belong to the corporation, they belong in fact and in law 
to the beneficiaries, namely, the workers as a group. That they belong to the 
workers is a legal fact, notwithstanding the fact that title to indentifiable 
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amounts may not vest in specific individuals. Collectively, those funds belong 
to the worker and not the employer. The worker has the equitable beneficial 
interest. 

That there have been abuses, including outright theft and fraud, in the 
handling of pension funds is well known. Registration and supervisory dis- 
closure would greatly thwart future abuses. 

It is the inherent right of the beneficial owners of the property to have an 
accounting from the stewards of their management. Owners have an inherent 
right to know what is going on and to be informed. The importance of these 
pension and welfare funds to the worker is of far greater importance than were 
securities to the moneyed investor in 1933. Investors at least have the right to 
yote at annual meetings. Employee beneficiaries do not have this voice. 

Pension contributions also have a “public interest” by reason of their tax 
deductibility. They thus cease to be juris privati. This alone warrants full 
disclosure to the Government of information about pension funds. Reference 
need only be made to hearings on Senate Resolution No. 40, 84th Congress, and 
Senate Report No. 1734 (84th Cong. 2d sess.) to realize how reluctant and 
begrudging was the disclosure of pension fund activities, even by our most en- 
lightened large employers. It has long been said by the United States Supreme 
Court that there is “nothing private or confidential” about public utilities. 
Pension funds are a business equally “affected with the public interest.” 

Truth and disclosure in securities activities has had a prophylactic effect. 
As to benefits, we need only compare the sickness of 1933 with the current health 
of the securities market. Similarly, disclosure of pension funds will prevent 
internal rot and disintegration. This deterioration may not become apparent 
until the workers need the funds years later in their old age. It is then too 
late to make any remedial changes. 


BROAD COVERAGE 


Pension and welfare disclosure legislation should apply to all programs. 
There should be no broad exemption features. It would be indeed a serious 
shortcoming if registration, disclosure and publication of reports were limited 
to union-sponsored plans. These plans are in the minority with respect to the 
workers and amounts. The workers in employer-sponsored plans are no less 
the beneficial proprietors of the funds dedicated to their benefits. They are 
equally entitled, as a matter of right, to be informed about the management of 
their property. Registration and disclosure should be required for pension and 
welfare plans involving any sizable number of employees or amounts of money. 
There is no valid reason for secrecy in the handling of other people’s money 
just because an employer or bank is the trustee. 


INDEPENDENT ADMINISTRATION BY THE SEC 


The adiinistration of a Registration and Disclosure Act should be turned 
over to an independent agency. It should be taken out of “politics” concerning 
labor and management or social security. As a former staff member of the 
Securities and Exchange Commission, I speak with great conviction on the 
absolute necessity for the administration of such a disclosure act to be lodged 
in the hands of an independent agency. 

There are two basic reasons why the Securities and Exchange Commission 
should be charged with the administration of this disclosure act. The SEC 
is an independent agency relatively insulated from the day to day pulling and 
hauling of labor disputes and/or the political arena. The executive depart- 
ments, quite properly. have special programs and policies which they espouse. 
The sole objective of the SEC, as administrator, should be the accurate filing 
and public disclosure of all pertinent data with respect to pension and welfare 
plans. 

A supplementary but major reason why the SEC should be entrusted with 
the administration of the act is its recognized impartiality and the many years 
of successful administration of the “Truth in Securities” Act, a similar disclosure 
type of statute. 


93947—57——_44 
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THE UNIVERSITY OF CALIFORNIA, 
Berkeley 4, Calif., June 8, 1957. 
Senator JoHN F,. KENNEDY, 
United States Senate, 
Washington, D. C. 


Dear Senator KENNEDY: This is to forward replies to the questions you had 
directed to me on the subject of pending legislation to regulate trade union 
welfare and pension funds and other areas of internal trade union activity. 
These are my replies in the order of the questions asked in your April 8 letter. 

1. The Douglas bill seems to be a good one. 

2. Union reports should be made available to the public, rather than merely 
being filed with the Department of Labor, as now required by the Taft-Hartley 
Act. It might also be better to file with the Securities and Exchange Commission, 
as a sort of parallel with corporate reports. The Securities and Exchange Com- 
mission should be empowered to establish standards for the form and character 
of reports, and should be empowered to conduct independent audits of union 
records if it deems such audits necessary to full disclosure. 

3. The AFL-CIO is moving in this direction, as evidenced by its new code of 
ethics. This is a difficult field, involving tricky questions of the rights of trade 
union leaders as citizens, and it might be best to postpone action until the labor 
movement has been given an opportunity to work out standards. 

4. It is premature to act on the basis of our present knowledge and in the 
light of widespread disagreement on basic objectives. 

I hope these comments may be useful to you. 

Sincerely yours, 


CLARK Kerr. 


Litton INDUSTRIES, 
Beverly Hilis, Calif., May 13, 1957. 
Hon. JoHN F. KENNEDY, 
United States Senate, 
Washington, D.C. 

My Dear SeEnatToR KENNEDY: Thank you ever so much for asking me to 
comment on the proposed legislation governing welfare, health and pension 
funds, and the handling of union funds. As you already know, I had written 
my doctoral dissertation on the financial reporting of labor unions. While I 
am now in private industry, I have consulted with various unions on their 
accounting practices since 1950. While I am a nonpracticing certified public 
accountant, I do not consider myself an expert on actuarial matters. Therefore, 
my comments should be taken as primarily those of an independent auditor’s 
observations on the financial aspects of unions. 

In reference to legislation, I believe that it is important for me to state 
several basic assumptions that underly the remainder of my comments. The 
first of these assumptions is that legislation in the area of union financial re- 
porting does not discriminate against unions. Basically the same type of 
legislation exists for business. During the last depression the passage of the 
SEC legislation has added immeasurably to the reliability of business financial 
reporting. The administration of the SEC laws has been a major contributing 
factor in providing for accuracy, completeness and clarity in business financial 
reporting to stockholders and investors, as well as providing for sound account- 
ing practices. It is even probable that such accomplishments would not have 
been possible without such legislation. 

The second assumption is that the timing is right for the creation of realistic 
union accounting and auditing practices. While the SEC legislation was of 
great help, actually the major development of sound business auditing practices 
did not come about until after the McKesson-Robbins case in 1939. The SEC 
wisely did not establish its own auditing standards, but worked closely with the 
American Institute of Accountants. The result has been excellent, and the 
accounting profession has evolved, and is still evolving, accounting and auditing 
standards for business. The teamsters’ case might well be the spark for the 
establishment of union accounting and auditing practices as was the McKesson- 
Robbins case for business. 

As you may know, the teamsters’ union has a certified public accountant audit 
their financial records. While I cannot tell you for how long this has been their 


practice, I do know this was a fact as early as 1946. As I pointed out in my 


, 


‘lissertation, approximately 79 percent of all the international unions had provi- 





| es a i ey 


“— Ov 


WELFARE AND PENSION PLANS LEGISLATION 667 


sions for the audit of their books by independent certified public accountants. 
Unfortunately, there are no standards for their audit. 

It is not a simple matter to transmit the auditing and reporting standards 
of business to unions. The reasons for this can, perhaps, be made clear by anal- 
ogy. Some unions, like the former CiO internationals, keep their records much 
the same as a business firm; other unions, like the older AFL internationals, 
keep their records as our municipalities. As you know, the municipalities have 
different accounting and auditing standards than business firms. The emergence 
of the welfare and employee benefits, means that their accounting and auditing 
standards should conform with those established for insurance companies. Of 
course, their standards vary from the previous two. Therefore, any one of the 
unions could require use of all three standards and practices. In my study, it 
was clear that the independent auditors generally applied those standards to 
unions that they were most familiar with. In summary, there is a definite need 
today for standard in union accounting and auditing practices. 

While I do not advocate legislation for the establishment of these standards, 
I do believe that legislation which requires unions to prepare and distribute 
independently audited financial reports that are accurate, complete, clear, and 
consistent from one period to the next would aid in their establishment. The 
standards can and should be evolved the same way as the SEC, the accounting 
profession, and business leaders have done since 1939. The larger auditing firms 
are already auditing union books. The majority of the union leaders want 
sound financial record-keeping in their respective unions, as well as full dis- 
closure of their finance to their members and the public. What is lacking is a 
means of bringing the accounting profession and the union leaders together 
to create the needed standards. This can be done by proper and not punitive 
legislation. 

I do not think legislation should be passed that establishes detailed account- 
ing, auditing, and reporting standards. Both S. 1122 and S. 1145 are what I 
would regard as proper legislation and not punitive legislation. Therefore, the re- 
mainder of my comments deal directly with the questions you ask in your 
letter. 

1. Comments on 8S. 1122 and S. 1145: 

At the present time my opinion is that S. 1122 is somewhat more adequate 
than S. 1145. The major reason for this is that S. 1122 places the responsibility 
for the reporting in the hands of the SEC and the administrative control in the 
hands of the advisory council. S. 1145, on the other hand, places both of these 
functions in the Department of Labor. While it is logical for the Department of 
Labor to have cognizance of union matters, the truth of the matter is that the 
subject matter is highly technical. In addition, the type of experience currently 
found in the Department of Labor does not have the required expertness. This 
remark does not attempt to take away any importance from the Secretary of 
Labor’s position. On the other hand, it attempts to focus on the fact that 
financial reporting and auditing are highly skilled and technical functions. 

Since 1933 the SEC has had a great deal of experience in monitoring the ade- 
quacy of financial reporting of business firms who sell securities across State 
lines. They have established a series of administrative procedures that have 
been adopted by business. On the other hand the SEC has utilized the profes- 
sional society of certified public accountants in establishing standard auditing 
practices and principles. 

The staff of the SEC is highly competent and well thought of. The persons 
with whom they will deal on the registration and reporting of welfare and 
benefit plans are the same as those they have dealt with before. Of course, 
there will be some changes, but they can adapt to them much more easily than 
a new department. Furthermore, I believe it will be more economical to use 
the SEC. They already have a going operation and should be able to modify 
their procedures to union reporting. Also, the SEC staff has worked out in- 
ternal procedures for policing financial data as well as analyzing the data. 
As you may know, many unions own private Companies, banks, insurance com 
panies, etc. The SEC is already established to monitor such statements. 

S. 1122 also includes several other provisions not found in S. 1145 that I 
believe should be included in proper legislation. These are: 

(a) Comprehensive audit by certified public accountants to accepted auditing 
standards. 


(b) Disclosure of the financial status of the welfare and benefit funds to the 
public and the beneficiaries. 
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(c) Creation of an advisory council to evaluate the administration of the act 
and make recommendations. 


It may be appropriate that the chairman of the advisory council should be 
the Secretary of Labor. 

2. Improvement of the reporting provisions of the Taft-Haritley Act: 

The major improvement required in the reporting provision of the Taft- 
Hartley Act is more administrative than requiring new legislation. The act 
requires full disclosure, but at the time I was doing my dissertation, this term 
was not clearly defined. As I pointed out in the book, unions do not disclose 
all their assets on their financial statements when they are reported on the cash 
basis. As I pointed earlier, sound standards of union accounting and auditing 
are needed—none exists. Therefore, I would recommend the following legisla- 
tive changes: 

(1) The SEC be made the cognizant agency for the filing and scrutiny of union 
financial reports. 

(2) That union financial reports be made public. 

(3) Union financial reports should be distributed to the members. 

(4) Independent audits should be required of all international and local 
unions with membership over 100 persons. 

I believe that I have made sufficient comments on the first recommendation 
earlier without pursuing it any further at this point. 

Union reports should be made available to the public. The need for secrecy is 
not required as it was in the earlier days of the union movement. In the past 
10 years unions have become mature, socially accepted American institutions. 
The merger of the AFL and CIO has given the union movement greater moral 
unity and financial strength and today represents the largest single organiza- 
tion of citizens in the United States. As Madam Perkins said as early as 1941, 
“The public also expects of its great institutions that no individuais shall gain 
at the expense of the public, that no funds will be sidetracked into the pockets 
of those whose activities serve either their personal greed or antisocial purpose. 
That is expected by those who operate banks and stock exchanges. It will be 
expected of all who operate great American institutions.’ The public dis- 
closure of union funds is, therefore, a requirement we as citizens should 
expect from a great American institution. 

Union financial reports should be distributed to the members. While many 
will not read them, they can still have them available in cases of emergency. 
Also, it is one definite way to partially extend democratic procedure in unions, 
as it is well known that most members do not attend meetings. A meeting 
for the increase of dues is generally well attended. A full disclosure of how 
their dues are spent should be given each member regardless if they read the 
report or not. The full financial facts should be made available to the mem- 
bers on a regular basis and they can thereby read the report when they have 
a need. At least the objective facts are available to them. rather than sub- 
jective interpretations that often arise in the atmosphere of meetings and con- 
ventions. 

Independent audits should be required. This would assure the members and 
the public that the accounting practices were sound and that the financial re- 
ports were accurate. Of course, locals with less than 100 employees could not 
afford such an audit. In this case, an audit by the membership should be 
sufficient. It may be that after further study the limit should be raised above 
100 members. 

The independent audit would not stop abuses of the types recently disclosed 
without the establishment of sound accounting and auditing practices. Part II 
of my book on Financial Reports of Labor Unions, summarizes the reasons for 
the need for these standards. I would personally hope that the SHC, the ac- 
counting profession, and the AFL-CIO ethics committee could work out these 
standards without any more legislative action. A voluntary acceptance of this 
would benefit all. 

I do not feel qualified to comment at this time on the embezzlement of funds 
as a Federal offense. In general, I would believe that if the State laws were 
inadequate, such legislation should be passed. To the best of my knowledge 
such a law does not exist for embezzlement of business funds. 

3. Commingling of funds: 

rood accounting practice would require unions to separate their other funds 
from welfare and benefit funds. They should be kept separate and no inde- 


pendent auditor would certify any union’s statement that did not do this There- 
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fore, a requirement for independent audit would tend to correct such ::buses. 

The prohibition of transactions in which a union official has a perscnal or 
financial interest has several facets. One involves the administration of wel- 
fare and benefit funds. The AFL-CIO ethics committee has recommended 
that no union Official should draw any compensation for serving on the admin- 
istration of such plans. I would agree with their recommendation. I would 
recommend that full disclosure be made in the financial reports. In addition, 
full disclosure should be made if union officials or his relatives have nny in- 
terest in the insurance agency or company. The financial report to be filed 
with the SEC should make direct statement that he does or does not. 

Another aspect of this problem is the union official’s financial interest in the 
companies with whom he bargains. While I do not believe he should be asked 
to divest his holdings, he should be required to report his or his immediate 
relatives’ holdings and any changes in their holdings on an annual basis. If 
the reports are made available to the public, this should be a sufficient safe- 
guard. 

In conclusion, | realize that these statements are not as inclusive as I would 
like. In order not to hold them up any longer than I already have, I am send- 
ing them on to you. 

Thank you again for the privilege you have extended me. Please feel free 
to call on me again if I can be of any further assistance to you or the Sub- 
committee on Labor. 

Sincerely yours, 
GEORGE KozMETSKY, 
Computers and Controls Department. 


UNIVERSITY OF MICHIGAN, 
ScHOOL oF BusINESS ADMINISTRATION, 


Ann Arbor, May 31, 1957. 
Hon. JoHn I’. KEN NEpy, 


United Siates Senate, Washington, D. C. 


DEAR SENATOR KENNEDY: Your letter of May 15 arrived while I was away on 
a trip and it is just now that I have been able to give it the attention it deserves. 

I have reviewed the two bills which you sent me, 8. 1122 and 8. 1145. I presume 
they are intended as alternate rather than companion measures since 8. 1122 
includes substantially all the provisions of S. 1145 and considerably more. 

In my opinion, regulation is this field is vitally necessary. I can think of no 
area in the general field of insurance and welfare benefits which is less regulated 
or which more needs to be regulated than employee welfare and pension plans. 
Many abuses have been discovered in recent years and I believe that the situa- 
tion demands correction. 

The most important subjects which need to be covered by regulation are— 

1. The possibility of misappropriation of funds or other fiduciary abuses. 
In this category I would include commissions, kickbacks, and the sort of 
things brought out in the current hearings re Dave Beck and the teamsters. 

2. Funding.—There are no regulations as to funding nor even any regu- 
lations that welfare or pension funds have competent actuarial advice. 
It is therefore possible for a plan to be adopted which is considerably beyond 
the ability of the fund to support. This results in disappointment when 
a sick or retiring member suddenly discovers that money is not available 
to pay his benefits. The most prominent illustration of this type which 
I can remember is the United Mine Workers fund which promised benefits 
out of all proportion to its financial strength and discovered its error too 
late. 

3. Investments.—Since welfare funds collect and control other people’s 
money in pretty much the same way as banks and insurance companies do, 
there is considerable question as to whether investments of these funds 
should not be subject to the same control and regulation as investments of 
other financial institutions. 

In my opinion, S. 1145 is a very weak bill and would have little or no effect 
on any of the problems mentioned above. If political pressure precludes any 
change of obtaining a stronger bill, it would, of course, be better than nothing 
but I would much prefer something like S. 1122. 

S. 1122 will not succeed in solving all the problems of pension and welfare 
funds, but it would be a worthwhile first step and I strongly urge its passage. 
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It would at least make all the salient facts available to the Government, the 
public, and the beneficiaries of welfare plans. Whether or not action could be 
tuken if an abuse were uncovered is another matter. 

In regard to the three major problem areas mentioned above, 8. 1122 would 
go far toward disclosing most sources of financial abuse, although it would cer- 
tainly not eliminate the problem. For example, it would still be possible for 
a union leader who wished to profit from instituting a pension plan to have 
himself named agent on the case and collect a substantial commission. While 
the bill would make this fact public if he were foolish enough to do this directly, 
it would probably not be too difficult for him to find a relative or other “front” 
man to collect the commission and split with him. 

The question of funding is, I believe, the biggest weakness of S. 1122. While 
it provides in section 6 (c) (2) for the audit of the funds records by an in- 
dependent public accountant, the accountant could do little besides checking the 
figures furnished him. He could not make any determination as to whether 
reserves were adequate or whether the benefits promised by the plan were 
commensurate with its income. Only an actuary can do this and the bill is 
conspicuously silent in regard to actuaries or actuarial matters (except for 
sec. 6 (f) (A), which mentions actuarial assumptions). I believe that con- 
sideration should be given to requiring a statement by a qualified actuary (who 
might be defined as a fellow of the Society of Actuaries or such other individual 
who has been certified by the Treasury Department to possess the necessary 
actuarial qualifications for valuing pension plans) that, in his opinion, the bene- 
fits are reasonable in relation to income. <A detailed analysis of the funding 
method, etc., should be required every 5 years (something like what is now 
required by the Treasury Department when a plan is first qualified for tax 
exemption ). 

S. 1122 would not, of course, have any effect on the investments which would 
be legal for welfare funds, and I am not sure that this problem should be 
tackled as yet. It is a difficult question and any attempt to prescribe legal 
investments would certainly meet with considerable ebjection. It is probable 
that at some future time economic conditions will cause a considerable shrinkage 
in the assets of many of these funds, and when and if this happens, there will 
probably be a public demand for such investment regulation. In the meantime, 
however, probably nothing can be done. 

I particularly like the provision in section 7 of S. 1122 providing disclosure 
of some of the details of the plan to its beneficiaries. Perhaps it should also be 
required that each beneficiary receive a brief strntement regarding the extent 
to which his benefits are funded or secured. [I think he has the right to know 
whether his benefits are fully funded and guaranteed, partially secured, or 
whether they will be paid only if and when the fund has the money. I think it 
would be possible to draw up a brief statement covering this point which could be 
understood by the average layman. 

I like the idea of the advisory council provided by section 8, but I hope that the 
representatives of the general public will be persons with technical competence 
in the fields of insurance and welfare benefits rather than well-meaning indi- 
viduals with no experience in this area. Iam afraid that too many people do not 
fully realize the complexity and technicalities involved in pension and welfare 
programs, and I believe that no satisfactory regulatory procedure can be devised 
unless these are taken into account. 

I hope the above will be of some help to you in considering these two bills. 
This is an important matter and merits the most careful study. 

I would appreciate receiving a copy of the hearings when they are printed. 

If I can be of any further help in this matter, please do not hesitate to write. 

Cordially yours, 































ALLEN L. MAYERSON 
Assistant Professor of Tnaurane 


THE S. S. HUEBNER FOUNDATION FoR INSURANCE EDUCATION, 

Philadelphia, Pa., May 31, 1957. 

Hon. JOHN F. KennNepy, 
United States Senate, Chairman, Subcommittee on Labor of the Senate 

Labor and Public Welfare Committee, Washington, D. C. 

My Dear SENATOR KeNNEDY: Your letter of May 15 arrived while I was in 
the midst of preparations for the First International Insurance Conference which 
was held on the dates of May 20-22 and of which I was codirector. Consequently 
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I have had littie time to consider the proposals contained in Senate bills 1122 
and 1145, and this is the first opportunity I have had to respond te your letter. 

The number of employees covered under welfare and pension plans has reached 
such a figure and the assets set aside under such plans have accumulated to such 
a sum that the public interest is definitely involved. Some form or registration 
and disclosure legislation seems to be necessary. The two critical questions, of 
course, are what types of plans should be registered and with what governmental 
agency should the reports be filed. 

A strong argument can be made for exempting all insured plans on the grounds 
that the various States are now providing adequate supervision. A similar, 
though somewhat less valid, argument can be made for exempting unilateral 
uninsured plans because of Federal and State supervision of banks with trust 
powers. Nevertheless, in my mind, the arguments for registration of all plans 
above a certain minimum size outweigh the arguments against registration. In- 
surance company representatives will undoubtedly oppose registration of insured 
plans, but they should he willing to endure the inconvenience and expense of this 
special form of supervision in order to extend the benefits of registration and 
disclosure to other less effectively regulated plans. 

As to the second question raised above, I would prefer to see supervision of 
welfare and pension plans remain with the State agencies now exercising such 
supervision. I would seem unfortunate to subject insurance companies to the 
dval supervision of the Federal and State Governments. Moreover, there is 
serious question in my mind that one Federal agency could adequately supervise 
a burgeoning group of plans that now numbers 35,000 and is growing at the rate 
of 1,000 every quarter. 

If each State would enact legislation identical with or patterned after the 
model bill recommended by the National Association of Insurance Commis- 
sioners last year, a degree of supervision broader than that contemplated by 
S. 1122 and S. 1145 would be brought about. In order to give impetus to the 
enacting of such legislation by the various States, it might be appropriate and 
advisable for the Congress to enact legislation, utilizing the technique of the 
MecCarran-Ferguson Act of 1945, which would become effective at some future 
date (for example, 3 years later) to the extent that legislation to accomplish 
the same purpose has not been adopted by the States. This would preserve 
State regulation and at the same time bring about a desirable degree of 
uniformity. 

I hope that these thoughts may be of some value to you. 

Sincerely yours, 


Dan M. McGmIL1t, Evecutive Director. 


THE UNIVERSITY OF CHICAGO, 
THe LAW ScHOoot, 
Chicago, Ill., May 14, 1957. 
Hon. Joan F. KeENNepy, 
United States Senate, Washington, D.C. 

Dear SENATOR KENNEDY: In your letter of April 11, 1957, you requested my 
views on certain issues involved in possible regulation of welfare, health, and 
pension funds. For the reasons mentioned in my letter of April 16, I have not 
been able to give the matters involved the thorough study which they deserve. 
Nevertheless, I am submitting my preliminary views because I understand from 
your letter of April 25 that your subcommittee is about to start its hearings. 

I. S. 1145. This bili is open to the following criticisms : 

(a) It does not require independent audits or the preparation of the pre- 
scribed reports by an independent auditor. This omission may materially re- 
duce the deterrent effect of the bill. A similar omission may have been one of 
the reasons for the ineffectiveness of comparable provisions of the Taft-Hartley 
Act. 

(b) The provision for enforcement by the Secretary of Labor (personalities 
aside) is, I believe, unwise. Such enforcement of comparable provisions of 
the Taft-Hartley Act has not been encouraging. The ineffectiveness of these 
provisions may, it is true, be attributable in part to defects in, or limitations of, 
the statute, rather than to the Secretary’s administration. Among these de- 
fects were: (1) the imposition of disclosure requirements only on those unions 
invoking the machinery of the NLRB; (2) the vagueness of sections 9 (f) and 
9 (gz); (38) the failure to require either audited reports or the scrutiny of the 
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reports filed; (4) the failure of sections 9 (f) and (g) to mention section 35-A 
of the Criminal Code contrasted with the explicit reference in the noncommer- 
cial affidavit provisions (sec. 9 (h) to the applicability of sec. 35-A). (Despite 
the judicial reluctance to find previous statutes repealed by implication, the fore- 
going aspect of the statutory scheme may have discouraged criminal prosecu- 
tions under section 9 (f) and 9 (g).) 

Beyond these difficulties which may be laid at the door of the statute, there 
are, however, those which are attributable to its administration by the Secre- 
tary: (1) There has been no regulation requiring that the reports be properly 
broken down notwithstanding the Secretary’s authority to prescribe the ferm of 
the report; (2) there has been no requirement of audited reports; perhaps this 
results from doubts as to the Secretary’s rulemaking authority which covers 
only the form of the reports (I have not checked the pertinent legislative 
history); (3) there has apparently been no attempt to examine the reports for 
falsification by the Secretary’s office (or by the Department of Justice); (4) 
the Secretary may consider that vigorous enforcement by his staff of a criminal 
statute directed at labor leaders would hamper his achievement of appropriate 
relationships with “labor”; (5) it is doubtful that the Secretary’s staff has any 
special qualifications for the job of screening complex financial reports. 

As a result of the experience under Taft-Hartley, provisions for enforcement 
of any new legislation by the Secretary will scarcely be viewed as an expression 
of a serious purpose or as a promise of effective enforcement. Accordingly, the 
deterrent and moral effect of the new legislation, which I consider to be its most 
important purpose, will probably be blunted. 

These difficulties are intensified by the broad authority delegated to the 
Secretary of Labor. The bill does not even prescribe minimum data to be 
disclosed but leaves to the Secretary the determination of all disclosure require- 
ments. It does not, except by implication, require the Secretary (or his office) 
to examine all or any selected samples of the data for the purpose of detecting 
falsification. The net result of enacting S. 1145 may be a mountain of docnu- 
ments which, because of budgetary limitations and other considerations, may 
be filed and forgotten. 

For these and other reasons, the provisions in 8S. 1122 for enforcement by the 
Securities and Exchange Commission seem preferable. The SEC obviously has 
a useful background of experience and a staff trained in the administration of 
disclosure statutes and in the enforcement of fiduciary obligations. The SEC 
is, moreover, probably more insulated from political pressures than is the 
Secretary of Labor. Finally, administration by the SEC would highlight what 
is, presumably, the basic idea behind new legislation, namely, that the custodians 
of other people’s money, whether they are labor union officials (or their 
appointees) or their business counterparts, are to be subjected to strict fiduciary 
standards. 

(c) The bill’s exclusive reliance on disclosure seems to me to involve an 
unduly limited attack on the problem of promoting the observance and enforce- 
ment of fiduciary standards. Departures from such standards may, of course, 
take a variety of forms, ranging from crude embezzlements to the somewhat 
more subtle breaches of trust resulting from conflicting interests, rebates, 
usurpation by the fiduciary of advantageous opportunities which could be 
exploited by the trust. Legislation should, as indicated below, attempt to dis- 
criminate between embezzlement and other forms of improper activity. 

As to embezzlement, a Federal law making embezzlement a crime in this area 
seems to me warranted notwithstanding our healthy tradition of federalism and 
of distrust of centralized power. Federal law has protected the growth of 
unions and collective bargaining and requires all members of a bargaining unit, 
including any minority opposed to organization or to the particular bargaining 
representative, to be governed by collective bargaining arrangements negotiated 
by such representatives. As a result, the Federal Government is justified in 
protecting employees, and especially the minority, against dissipation of funds 
resulting from the bargain. (This justification would not be applicable to plans 
established by an employer without collective bargaining, or on a voluntary 
basis, but disparate treatment of such plans and collectively bargained plans 
might give rise to plausible union complaints of discrimination.) Although 
State laws against embezzlement are generally applicable in this area, their 
enforcement has apparently been lax because of more pressing business, or for 
other reasons. For these reasons, a Federal statute penalizing embezzlement 
seems desirable. 








coe nrrmes 1 & 


= 


“SO 


WELFARE. AND PENSION PLANS LEGISLATION 673 


As to conflicting interests, excessive fees, and similar abuses, I doubt that the 
enactment of Federal legislation imposing criminal sanctions on such conduct 
would be desirable. Such sanctions are not in general applicable to similar 
abuses by corperate officials. The corporate situation could, of course, be 
distinguished because legitimate corporate activities may more frequently give 
rise to legitimate transactions which involve technical clashes of interests. 
Nevertheless, disparate standards in the corporate and welfare-pension-fund 
contexts would presumably give rise to charges of discrimination which would 
persist despite the foregoing distinction and which might endanger a legislative 
program, 

In lieu of criminal sanctions for transactions involving conflicting interests 
and the like, I suggest provisions which would define, or provide for the defini- 
tion of, fiduciary standards, and which would facilitate the enforcement of 
those standards by means of civil actions. Although there seems little question 
that those administering welfare and pension funds, etc., are already subject 
to fiduciary or trustee standards imposed by State law, there are dificulties in 
the way of effective enforcement of those standards. These difficulties. include 
(1) lack of information as to violations; (2) procedural obstacles in the way 
of suing unions in the State courts; (3) apathy among individual employees 
who have only a small stake in a large controversy; (4) and fear of reprisal if 
legal action is instituted against a union, its officers, or their appointees. Such 
difficulties might be reduced if Federal legislation included the following pro- 
visions: 

(a) Trustees and administrators of the funds invelved should be placed under 
a duty: (i) to administer the assets of the funds solely in the interest of the 
beneficiaries, and (ii) to avoid any transactions in which the trustees or 
administrators could benefit directly or indirectly except in their capacity as 
beneficiaries under the fund. 

(b) Any party participating in a transaction with a trustee or administrator 
and knowing of facts making such transaction a breach of fiduciary duty by a 
trustee or administrator should be jointly and severally liable with the trustee 
or administrator. 

(c) The SEC should be authorized to bring civil actions for breach of the 
above-described duties, on behalf of a fund or its beneficiaries. These actions 
should be maintainable in the Federal courts without regard to diversity of 
parties or jurisdictional amount, and punitive damages should lie for willful 
and serious breaches of trust or participation therein, with such damages 
going to the Federal Government to help finance the cost of the enforcement 
program. 

(d) The Government’s rights of enforcement should not be exclusive. Indi- 
vidual beneficiaries should be entitled to bring suit on behalf of the funds or 
of the beneficiaries in State or Federal courts and to intervene in government- 
instituted litigation. Similarly, the Government should be entitled to intervene 
in litigation instituted by individuals. Individuals initiatng such acton should 
be entitled to recovery of reasonable counsel fees first, from any punitive 
damages assessed or, if such damages are inadequate, from any recovery 
made on behalf of a trust fund or a class of beneficiaries. Where individuals 
intervene in a Government-initiated action, the court should be empowered to 
grant a reasonable counsel fee to the intervening party if intervention makes a 
substantial contribution to the success of the litigation. Such counsel fees should 
come first from punitive damages recovered and then from the fund recovered. 
The Government, if it intervened, should also be entitled to counsel fees if it 
made a “substantial contribution” and if punitive damages were recovered. 

(e) The enforcement agency should be authorized to promulgate regulations 
for the purpose of giving more precise content to fiduciary duties and of pro- 
scribing classes of transactions deemed by it in violation thereof. 

A word of elaboration about the reasons for the foregoing proposals may be 
in order. As already indicated, Federal responsibility for the enforcement of 
fiduciary responsibilities in the area involved may be properly viewed as a cerol- 
lary of the national labor policy. Such responsibility is, moreover, not essen- 
tially different from the responsibility which attorneys general in some States 
have traditionally had for the policing of charitable trusts. It is, however, 
undesirable in this area to have any single locus of control over enforcement 
of fiduciary responsibilities. The dispersion of power over litigation will act 
as a safeguard against ineffective enforcement because of apathy, fear, or 
eorruption. The recognition of individual rights of action will make it possible 
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for vigilant and courageous union members to enforce their rights against 
delinquent fiduciaries. The provision for counsel fees will enlist the self-interest 
and the professional assistance of the bar. 

The burden on the Federal courts would seem to be justified by the national 
interest involved. The only new element of liability beyond that of conventional 
liability for breach of trust, is the provision for punitive damages. Such a 
provision seems desirable as an added deterrent to faithless fiduciaries, who 
might be willing to risk liability for only compensatory damages. 

II. §S. 1122. As the foregoing discussion indicates, I believe that this bill 
is in many respects preferable to S. 1145. It requires audited reports; it lays 
down minimum disclosure requirements; it entrusts administration to the SEC; 
it makes embezzlement a Federal crime; and it provides for direct furnishing of 
data to beneficiaries. 

S..1122 is, however, in my view subject to the following criticisms: 

(1) Like S. 1145, it does not back up disclosure requirements with provisions 
designed to facilitate effective enforcement of fiduciary responsibilities. 

(2) Section 10-a, page 15, might give rise to abuse. Under that section, as 
I read it, the SEC is authorized to publish information concerning violations 
without giving the individuals affected a previous right to be heard. Recent 
events have involved gross abuses of such power. It would appear desirable 
to give the individuals affected a right to be heard prior to the publication 
of any information identifying them as violators, except information regarding 
formal legal action which has been instituted. The provision for this right 
should, however, be so drafted as not to limit the SEC’s right to move for an 
injunction or the Department of Justice’s right to institute criminal prosecu- 
tions. 

(3) Section 10-d (p. 17) involves a technical problem. Read literally, it 
would immunize witnesses who supplied documentary evidence and claimed 
their privilege against self-incrimination, even though the evidence, such as 
union books, was not protected by the privilege. This difficulty could be avoided 
by a provision to the effect that the immunity would not operate if the evidence 
subpenaed or compelled was not protected under the fifth amendment. 

(4) Section 10-d and section 14 do not clearly indicate whether the immunity 
provided is intended to extinguish liability under State law. Divided opinions 
of the United States Supreme Court indicate that there is no constitutional 
obligation to grant immunity against State prosecution in order to make fifth 
amendment inapplicable to a Federal proceeding. Nevertheless, the constitu- 
tional position is not entirely clear and should, perhaps, be examined in con- 
nection with the clarification of these provisions. 

(5) Section 11-c (p. 19) seems unduly vague, by virtue of the phrase, ‘‘unlaw- 
fully and willfully abstracts or converts to his own use.” This phrase may 
either add nothing to the prohibition against embezzlement or may add more 
than was “intended” or is clear from the language. 

I have been anxious to get something to you and I am, therefore, sending this 
along even though I have not been able to respond to your question regarding 
legislation to facilitate democratic control of unions, etc. I hope to be able to 
turn to that problem in the near future, but at present I am still subject to 
earlier commitments. I hope, also, to have an opportunity to reconsider and to 
supplement and modify the tentative recommendations in this letter. 

Any comments which you might have would, of course, be extremely welcome. 
If you believe that I can be of help in the future, please feel free to call on me. 

Cordially yours, 


BERNARD D. MELTZER. 


UNIVERSITY OF BUFFALO, 
DEPARTMENT OF INDUSTRIAL RELATIONS, 
Buffalo, N. Y., April 22, 1957. 
Senator Joun F. KENNEDY, 
United States Senate, Washington, D. C. 


Dear Senator KENNEDY: Thank you for your letter of April 8, requesting 
my suggestions on proposed legislation relating to the regulation of internal 
union affairs. 

Enclosed is a brief memorandum containing my basic ideas on the matter. I 
have not elaborated on any of my suggestions; in fact, some of them may even 
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be on the cryptic side. However, should you find any of them helpful and want 
more detailed explanation, please do not hesitate to call on me. 
Sincerely yours, 
JOSEPH SHISTER- 
INTRODUCTORY 


The governmental regulation of internal union affairs should be minimized, not 
only because of the American preference for voluntarism, but also—and above 
all, perhaps—because of this practical consideration: While unions are fully ac- 
cepted by employers in many industries and regions, they are still bitterly opposed 
in others. Hence, legislation which is designed to control internal union affairs 
can, with a little legal ingenuity and an appropriate climate of opinion, be uti- 
lized by antiunion employers to weaken organized labor. And such weakening 
is undesirable because of both the constructive dimensions of trade unionism and 
the fact that our national policy officially encourages, not discourages, collective 
bargaining. What all that adds up to is this: We should have recourse to legis- 
lation only when the abuses in internal union affairs are clear and immediate, 
when they become serious enough to exceed the limits of social tolerance, and 
when they are of the type which legislation can correct. The recommendations 
which follow are in line with that philosophy. 


I. THE PROTECTION OF INDIVIDUAL RIGHTS 


(1) The union trial procedures for any member who is charged with vio- 
lating the provisions of the union’s constitution and bylaws leave very much to 
be desired in terms of due process. Te be sure, the member who believes that 
he has been unfairly dealt with can appeal to the courts; and some have thus 
proceeded. But, for the most part, this avenue of relief is too costly and time 
consuming for the bulk of union members. Furthermore, the courts do not, asa 
rule, entertain a member’s appeal until he has exhausted all the avenues open 
to him within the union. And in many instances so much time elapses before 
such exhaustion, that the individual becomes the victim of irreparable damage. 
In the light of all that, I would recommend that an appropriate governmental 
unit should be available to which the individual member can turn for relief. 
More specifically, I would recommend : 

(a) A special administrative agency be set up to which the individual mem- 
ber can appeal under conditions to be spelled out below. (I shall hereafter refer 
to that as, the agency.) I believe it would be wiser to set up the agency than 
rely on the NLRB as the administrative vehicle for the purpose in hand, because 
of these considerations: Since the proposal here being made represents an en- 
croachment on a union activity which heretofore has been free from governmental 
regulation, it goes without saying that the unions will not look too favorably on 
it. But, given the prevailing belief in the labor movement that the current 
NLRB is promanagement, the union opposition to the proposal will be minimized 
if the use of the NLRB is avoided. 

(b) The members of the agency should be small in number—say, 3 to 5. They 
should be appointed by the President subject to Senate approval. They should 
be selected on the basis of competence, experience, impartiality, and integrity. 

(c) In terms of administrative procedure, the agency should function along 
the lines of the NLRB. 

(d@) The agency should entertain appeals from any union member who believes 
that he has been unfairly tried by his union; Provided: 

(1) The individual has exhausted all the trial and appeal procedures within 
the union and that the full exhaustion of these procedures does not consume 
an unreasonable time. If the agency should find that full exhaustion does re- 
quire unreasonable time, the member should have the right to appeal prior to 
full exhaustion and at such a date as the agency would prescribe. 

(2) The union does not have a so-called public review board (of the type 
recently set up by the United Automobile Workers). Where such a review 
board exists, the individual member should lack the right to appeal to the 
agency: Provided, (a) The public review board meets the minimum standards 
prescribed by the agency. (0) The trial and appeal procedures within the 
union are not unreasonably time consuming. 

(3) The device used by the international union of taking over a given sub- 
ordinate unit—say, a local—and placing it under trusteeship, can and has been 
used as a means of depriving the relevant members in the unit of their proper 
rights. I would recommend, therefore, that any unit of a union which is under 
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‘trusteeship should have the right of appeal to the agency under conditions 
similar to those spelled out in 1 (D), above. 

(4) Where an individual is denied membership in any wnion because of his 
race, creed, or color, he should have the right of appeal to the agency for ap- 
propriate relief. The reasons for this recommendation are: (a) A goodly 
mumber of unions so discriminate. (b) These unions, in many instances, have 
a closed-shop relationship with the relevant employers on a de facto basis, since 
Taft-Hartley bans the closed shop; the building trades are a case in point. 
Which means that the union is barring individuals from their rightful employ- 
ment opportunities solely because of their race, creed, or color. 


Il. THE FINANCIAL AFFAIRS OF UNIONS 


(1) Of the two bills before the Senate dealing with the administration of 
union welfare and pension funds (S. 1122 and 8. 1145), S. 1122 is by far the 
more constructive. To begin with, S. 1122 has teeth in it whereas S. 1145 does 
not. Furthermore, I think it is unwise to leave the administration of the 
policy in question to any Secretary of Labor. For, by the very nature of his 
position, the Secretary of Labor—directly or indirectly, consciously or subcon- 
sciously—becomes sensitive to the viewpoint of union leadership. And such 
sensitivity may very well conflict with the proper administration of the law. 
That may perhaps be one of the reasons why the Taft-Hartley provisions for 
the reporting of union funds and financial transactions have proven ineffective 
in preventing the abuses which are now being disclosed. 

In the light of my suggestion for the establishment of the agency (see No. 1, 
above), I believe it would be appropriate to substitute the agency for the SEC 
in S. 1122. That would not only put the entire category of internal union 
affairs (financial and nonfinancial) under one administrative unit, but would 
also have the merit of divorcing the governmental control of nnion funds from 
an agency (the SEC) which in the minds of many union leaders is (rightly or 
wrongly) closely associated with corporate interests. 

(2) The Taft-Hartley Act should be amended to provide for the filing of 
general financial reports by the unions with the agency, at such intervals and 
in such form as the agency would prescribe. (These reports would be in addition 
to those spelled out in S. 1122; these reports would cover all funds and financial 
transactions of the union.) These general financial reports should also be 
distributed to all the union members at such intervals and in such form as the 
agency would prescribe. The penalties for failure to file the reports with the 
agency, or for failure to distribute the reports to the members, or for making 
false statements in the reports, or for the embezzlement of union funds, should 
be in line with those spelled out in sections 11 (a)—11 (c) of S. 1122. 

(3) No union official should be permitted to have any direct or indirect 
financial interest in any organization that the union deals with—firms with 
which the union bargains collectively, insurance companies, vendors, etc. 


Ill. A FEDERAL RIGHT-TO-WORK LAW 


There has, of course, been a good deal of public support for a Federal right-to- 
work law along the lines of the various State statutes commonly referred to by 
that name. My own belief is that such a Federal statute, or a Taft-Hartley 
amendment for the same purpose, is both unnecessary and undesirable. 

It is unnecessary because the present Taft-Hartley provisions bearing on 
union-security clauses are enough to deal with those abuses in internal union 
affairs which can be controlled through the medium of such clauses. Currently 
the problem is that of enforcing the provisions spelled out in Taft-Hartley; the 
prohibition of the closed shop is a case in point. It is precisely because of the 
failure to enforce the closed-shop ban in certain industries that recommendation 
I (3), above, is needed. 

A Federal right-to-work law is undesirable because it would make organization 
of the unorganized more difficult and costly, because the union efforts required 
to retain members already in the union would impose considerable administra- 
tive and financial burden on the unions, because it would encourage ‘free riders” 
in the bargaining unit, and because it would permit employers in certain indus- 
tries and regions to weaken or destroy the relevant unions. 

JOSEPH SHISTER. 
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Tur Boston CoLtLtece Law ScHOoo, 
Brighton, Mass., April 26, 1957. 
Hon. Joun F. KENNEDY, 
United States Senate, Washington, D.C. 


Dear SENATOR KENNEDY: Thank you for your letter of April 8, 1957, in 
which you solicit my suggestions on legislation to govern welfare, pension, and 
regular union funds and enclose S. 1122 and S. 1145. 

While I have no completely definite solutions for the delicate and com- 
plicated problems which confront your subcommittee, I am glad to have the 
opportunity to suggest the following approach to the puzzle. 

As I see the areas of concern there are three main lines of consideration. 
First of all peculations and kindred misuses of pension, welfare, and regular 
union funds; secondly, more adequate disclosure of the actual administration 
and use of these funds; and last, the desirability of furthering prudent invest- 
ment under the various types of welfare and pension plans. 


PECULATIONS AND KINDRED MISUSES OF PENSION, WELFARE, AND REGULAR 
UNION FUNDS 


It seems to me that protection of such funds could well be sanctioned by an 
amendment to the Hobbs Antiracketeering Act (18 U. 8S. C. 1951). I would 
suggest adding: 

“Any person who embezzles, steals, or unlawfully and willfully abstracts or 
converts to his own use or to the use of another, any of the moneys, funds, 
securities, premiums, credits, property, or other assets of any welfare or pen- 
sion plan which is subject to registration and report under the provisions of the 
Labor-Management Relations Act of 1947, as amended, or any fund of any union 
which is subject to the jurisdiction of the National Labor Relations Board shall 
upon conviction thereof, be fined not more than etc.” 


MORE ADEQUATE DISCLOSURE OF THE ACTUAL ADMINISTRATION AND USE OF 
THESE FUNDS 


The first move in this direction was made at the Federal level in section 9 
(f), (g) and 302 (a), (b), (c), (5), (da), (e) of the Labor-Management Rela- 
tions Act of 1947. Granted that this control has not proven too effective, I am 
nevertheless persuaded that at the present time any additional regulation should 
primarily direct itself to the same sections of the existing law—supplemented by 
the later described addition to the Federal Criminal Code. I would suggest: 

(1) Amend section 9 (f) (g) Labor-Management Relations Act, 1947 (re- 
ports on general union receipts and disbursements) to require the reports “in 
such form and detail as the Secretary by regulation may prescribe.” This will 
confine the content of the reports to the presently provided subject matters; 
amply authorize the Secretary to obtain more detailed information; and so 
make available more adequate information to the union membership. I would 
not change the present sanction of these sections (nonaccess to the National 
Labor Relations Board services). 

(2) Amend section 302 of the Labor-Management Relations Act, 1947 (re- 
strictions on payments to employee representatives) to also— 

Require registration with the Secretary of Labor of any welfare or pen- 
sion plun (or amendment thereto) which has been established pursuant to 
a collective bargaining agreement. 

Provide that the person or persons responsible for the overall manage- 
ment of such plan shall effect the required registration and thereafter an- 
nually report to the Secretary: the source and amount of all contributions 
and payments to the plan; the nature and amount of all disbursements for 
benefits, salaries, expenses, or other purposes; the assets and liabilities of 
any fund connected with the plan including a description of the nature of 
the investments of such fund. 

Provide that the registrations and reports which are required by this sec- 
tion shali be in such form and detail and subject to such audit as the Sec- 
retary may, by regulation, prescribe. Also, that the Secretary shall provide 
that such reports, in such summary form as he may prescribe, shall be 
mailed by the person or persons responsible for the overall management of 
the plan to each beneficiary. 

Define the term “welfare plan” as any plan, fund, or program estab- 
lished for the purpose of providing for its beneficiaries, through the pur- 
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chase of insurance or otherwise, medical, surgical, or hospital care or bene- 
fits; benefits in the event of sickness, accident, disability, or death; or 
benefits in the event of unemployment. 

Define the term “pension plan” to mean any plan, fund, or program estab- 
lished for the purpose of providing for its beneficiaries, by the purchase of 
insurance or annuity contracts or otherwise, retirement benefits, and in- 
cluding the retirement portions or provisions of any profit-sharing plan 
which includes retirement-income provisions. 

In addition to the present criminal and injunctive relief sanctions of 
section 302 (d), (e) confer jurisdiction on the Federal district courts to 
issue writs of mandamus on suit of the Secretary of Labor commanding 
compliance with the registration and reporting provisions of the section and 
any regulation of the Secretary made in pursuance thereof. 

(3) Add a new section to the Federal Criminal Code providing, in substance, 
that any person who makes a false statement or representation of a material 
fact, knowing it to be false, or who knowingly fails to disclose a material fact 
in any registration or report required to be made to the Secretary of Labor pur- 
suant to sections 9 (f), (2), and 302 of the Labor-Management Relations Act, 
1947, shall be fined not more than, etc. 

The pattern of regulation sketched above is confined to such pension and wel- 
fare plans as are established pursuant to collective-bargaining agreements, but 
does include all types of such plans, whether unilaterally or jointly administered. 
While I am aware that last year’s report of the Subcommittee on Welfare and 
Pension Funds indicated that only approximately 60 percent of the workers 
covered for pensions and 40 percent of those covered by the various welfare 
programs are under programs which are collectively bargained, it seems to me 
that there are good reasons for confining any new regulation and policing to 
the collective-bargaining area. 

In the first place, these are substantial percentages. Secondly, the climate 
of public impression which has been generated by the current legislative hear- 
ings appears to definitely associate the need of further legislation with unions 
and the felt inadequacies of the present Taft-Hartley provisions. Indeed, as 
your letter suggests, demands for additional fund control are commonly coupled 
with suggestions for legislation to facilitate democratic control of unions by 
their members. Furthermore, I conceive that, whatever the deficiencies of the 
eollective-bargaining process as presently supervised by the National Labor 
Relations Board, the regulatory policy of the Labor-Management Relations Act 
continues to offer a valuable opportunity to determine the extent to which self- 
regulation can effectively police present welfare and pension problems. I am 
persuaded that this kind of private responsibility is the only really effective 
solution, and that a continuously patient attempt should be made in that di- 
rection before abandoning the problems to comparatively direct governmental 
responsibility. 

It is also my impression that there is a danger that any attempt to legislate 
the same pattern of control for all types of programs (i. e., to include those 
both unilaterally established and maintained) could bog into no legislation at 
all or produce the kind of law which might presently catch the public fancy, 
but actually fail to meet the really critical problems in the collective-bargaining 
area. 

What I am suggesting, therefore, is a program of gradualism which insists 
that further experiment under the scheme of the Labor-Management Relations 
Act is very much worth the gamble so long as it is fenced in by drastice crim- 
inal sanctions which are designed to stamp out the salient abuses and misuses 
that have largely contributed to the present public concern. 

In the light of these observations, I have the following objections to S. 1122 
and S. 1145, which you were kind enough to enclose. As to the Ives bill 
(S. 1145) : 

(a) Its like treatment of all benefit and welfare plans; 

(b) The failure to require the Secretary to disclose at least summaries 
of the reports to the beneficiaries ; 

(c) The apparently limitless investigatory power conferred on the Secre- 
tary (sec. 4,7 (b), and 6 (b) ; and 

(d) The treatment of the welfare and benefit plan problems as unre- 
lated to the regulatory structure and the rights and duties imposed by the 
National Labor Relations Act. 
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Douglas bill (S. 1122): 


The Douglas bill appears to be more carefully and definitely drawn and, for 
the most part, quite understandable in the light of the final report of the Sub- 
committee on Welfare and Pension Funds which was submitted last year. I 
should not, however, favor its adoption since— 

(a) It lumps together all types of programs for purposes of registration, 
report, and disclosure ; 

(b) Nominates the Security and Exchange Commission as the regulatory 
agency ; 

(c) Assimilates problems of prudent investment with fraudulent misuse 
of funds (see particularly sec. 6 (f)) ; and 

(d) Could serve too easily and quickly as a transition from a reporting 
and disclosure statute to a direct governmental judgment and control of 
the nature and content of the investment of these plans. 

While it certainly is desirable to promote the most prudent investment under 
the various types of welfare and pension plans, I believe that the public interest 
will be best served in this respect if the primary responsibility for efficiency and 
safety is continued on the parties who have chosen to collectively bargain this 
form of postponed wage. 

In summary, 1 think that the Ives bill is too broad to be efficient; the Douglas 
bill too much and too soon, since, from my viewpoint, the basic considerations 
here are not essentially those of prudent banking or planned private and indi- 
vidual insurance, but rather, the gradual legislatively furthered process of 
self-efficiency and responsibility through a mutually intelligent labor-manage- 
ment administration of the collective-bargaining relationship. 

Very truly yours, 


RicHarp 8. SuLLIVAN. 


TuE£ UNIVERSITY OF WISCONSIN, 
Madison, May 1, 1957. 
Hon. JoHN F. KENNEDY, 
Senate Committtee on Labor and Public Welfare, 
United States Senate, Washington, D. C. 


DEAR SENATOR KENNEDY: Responding to your kind letter of April 8, I may 
say that I am not an expert on private pension, health, and welfare plans. I 
have not found time to give much study or thought to the problem you raise 
regarding the legislation we should have in this field. 

I do not, however, have much faith that abuses which have been disclosed in 
the management of employee welfare and pension plans can be eliminated by 
legislation. Nevertheless, I believe it would be desirable that Congress should 
enact further legislation on this subject. 

The Taft-Hartley Act provision on heaith, welfare, and pension plans has 
proven almost worthless. The provisions of that act were designed merely to 
assure that, where employers pay part or all of the costs of such plans, they will 
have representation on the governing board. This provision is of little value for 
several basic reasons: 

1. It does not insure that the employers or their representatives actually 
assume any responsibility for the management of the welfare and pension plans. 

2. It gives no assurances of the honest management of these funds. 

3. There is no provision that facts reported to the Secretary of Labor must 
be disclosed to prospective beneficiaries. 

While most unions fully advise their members as to the financial operations 
of the funds they control, nothing compels them to do so. This defect of the 
Taft-Hartley Act provision is less important, however, than the first two noted. 

If the law is changed, it is desirable to make sure that the information about 
employee welfare and pension plans disclosed to the Government is available to 
the members, prospective beneficiaries, and all other interested partices, as 
well as to the public generally. 

I believe that the best procedure is not to amend the Taft-Hartley Act, but 
to enact legislation dealing specifically with employee welfare and pension 7 lans 
as is contemplated in S. 1122 and S. 1145. Such legislation should include 
requirement for the registration of all such plans (or at least of formai and 
sizable plans), annual reports on their financial and related operations, and 
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access to the reports and facts, as well as summaries of the data reported made 
annually by the regulatory agency for the benefit of the Congress and the 
general public. It should also include the requirement of independent audits 
of all larger funds. Important also is the matter of the prohibition, with 
adequate penalties, of plain theft, collusion, and discrimination. 

All such legislation should be made applicable to all types of private employee 
health, welfare and pension plans and not merely to union and jointly admin- 
istered plans. Unless this is done only a very small part of the entire problem 
will be dealt with. This is shown clearly in the fairly recent article by Joseph 
Zisman in Private Employee Benefit Plans Today, which was published in the 
Social Security Bulletin, volume 20, No. 1, January 1957, pages 8—21. 

Of all employees covered by such benefit plans 92 percent in the case of the 
welfare plans and 86 percent in the case of the benefit plans were not programs 
administered by the employers. Only five-tenths of 1 percent of the coverage 
of the plans of both types was administerd by unions. Seven and five-tenths 
percent of the coverage in the welfare plans were jointly administered plans and 
13 percent of the coverage of the pension plans. 

I believe that many of the employee welfare and pension plans of all types 
are inadequately and dangerously financed. Nevertheless I hoid the view that 
no attempt should be made at this time to lay down and enforce any require- 
ments regarding reserves or similar aspects of financing. Such requirements 
would involve detailed regulation and control similar to that exercised over 
insurance companies. I doubt whether anyone has adequate knowledge of what 
the requirements should provide. The public is certainly not ready for such 
regulatory extension of the Federal Government at this stage. 

I also do not believe that it is desirable to prohibit unions from having welfare 
and pension plans on the assumption that there is a conflict of interest between 
the basic purposes of the union and such employee benefit programs. If there 
is such a conflict it exists equally where corporations administer employee 
welfare and pension plans. I believe it to be a sound prescription that welfare 
and pension funds be regarded as trust funds separate from the corporation 
and union funds. I also believe that there should be specific prohibition, with 
adequate penalties, against transactions of the welfare and pension plans in 
which union and corporation officials and the trustees and members of the 
benefit plans have a financial interest. 

Both S. 1122 and 8S. 1145 would be distinct improvements over the presently 
inadequate provisions of the Taft-Hartley Act on the subject. I prefer S. 1145 
for its simplicity and also because it places the regulatory authority in the Sec- 
retary of Labor rather than the Security and Exchange Commission. On the 
other hand, S. 1122 is better in including penalties against dishonest acts in 
connection with the management of employee and welfare pension plans. 

Safeguards against dishonest acts, collusion, and discrimination should be 
one of the basic objectives of any new legislation on the subject. All restric- 
tions and penalties should apply alike to the bribegiver and the bribetaker and 
should include insurance brokers and other middlemen. Dishonesty is not re- 
stricted to union officials as is suggested by the fact that annually 25,000 claims 
are made in this country under fidelity bonds and policies. While thus far, 
principally, only union corruption has been disclosed, it is certain that that 
the problem is much broader and should be dealt with in its entirety. 

On the final problem you raise in your letter, that of facilitating democratic 
control of unions by their members, it seems to me advisable to make no at- 
tempt at this time to deal with this problem by legislation. I am not at all 
sure that the problem can be solved by legal enactments, and I cannot suggest 
what legislation would be helpful in this respect. The attempt in the Taft- 
Hartley Act to outlaw unreasonable union dues has produced no results what- 
soever. If legislation is enacted to make the unions more democratic corre- 
sponding legislation should be applied to the union’s counterpart, the corpora- 
tion. 

If there is anything further that you or your comittee would like to get from 
me I shall be glad to respond if I can do so. With the wish that you may suc- 
ceed in giving this country further legislation on the troublesome problem with 
which you are concerned. 

Sincerely, 
Epwin BP. WIrre, 
Professor of Economics. 
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INDUSTRIAL RELATIONS SECTION, 
CALIFORNIA INSTITUTE OF TECHNOLOGY, 
BENEFITS AND INSURANCE RESEARCH CENTER, 
Pasadena, Oalif., May 22, 1957. 
Hon. JOHN F. KENNEDY, 
United States Senate, Washington, D. C. 


Dear SENATOR KENNEDY: In your letter of May 15, 1957, you ask me to give 
you my views on the general subject of legislation providing for Federal super- 
vision of pension and welfare funds and in particular on S. 1122 and 8. 1145, 
copies of which you were kind enough to send me. 

I am convinced that some form of supervision over the activities of such 
funds is highly desirable. I came to this view with considerable reluctance 
since on general grounds I do not welcome the extension of compulsion by Fed- 
eral legislation. Wherever possible, voluntary cooperation and self-imposed 
controls are much to be preferred. However, the record demonstrates con- 
vincingly that in the area of health and welfare and pension programs this 
voluntary control has not always been present. The Nation cannot affort to 
wait until a sufficient sense of responsibility is developed by those who are 
charged with the custodianship of funds acumulated for the protection against 
the hazards of illness and the insecurity of old age facing millions of workers. 
The rights of these workers need to be protected, and it appears that appro- 
priate Federal legislation is the only method by which this objective can be 
accomplished. 

Of the two measures, I am inclined to favor S. 1122 compared with S. 1145. 
My attitude is based on the following considerations : 

1. S. 1122 places the administration of the act with the Securities and Ex- 
change Comission rather than with the Secretary of Labor as does S. 1145. 
I feel that this measure should not come under the administration of the Labor 
Department. The nature of the problems to be encountered is such that most 
of them would fall in the sphere of competence of the Securities and Exchange 
Commission. 

2. S. 1122 provides for the exclusion of smaller plans. In my opinion even 
S. 1122 does not go quite far enough in this respect. Over 90 percent of pension 
plans and over 80 percent of welfare funds are employer administered. I realize 
that the question whether these employer-administered funds require super- 
vision is probably the most controversial issue in this legislation. Personally, 
I incline to the view that the employer-administered plans are not the area 
where substantial abuses are found. The desired objectives would most likely 
be accomplished even if all employer-administered plans were exempted. Ney- 
ertheless, I realize that this question involves many considerations. Rather 
than see no action at all, I would be inclined to go along with the inclusion of 
employer-administered plans. However, I feel that the exclusion of plans cov- 
ering less than 25 employees is a step in the right direction. 

8. In my opinion the spelling out of detailed administration procedures as is 
done in S. 1122 is a distinct advantage. I do not look with favor upon giving 
broad diseretion to the Secretary of Labor as is proposed in 8. 1145. 

4. The embezzlement of pension and welfare funds constitutes a Federal crime 
under S. 1122. That is the strongest restraining weapon contained in this 
legislation. 


5. The advisory council proposed in S. 1122 appears to me to be a desirable 
feature. 

On balance, therefore, it appears to me that S. 1122 is preferable to S. 1145. 
Although I have some reservations about extending Federal supervision to em- 
ployer-administered plans on the ground that such supervision is really not 
needed, I would rather see such extension of supervision than forego all action 
in this area. 

Thank you for giving me an opportunity to express my views. 

Sincerely yours, 


MicHakEt T. WERMEL, Research Director. 


93947—57 
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JULY 3, 1957. 
Hon. JoHN F. KENNEDY, 

Chairman, Subcommittee on Welfare and Pension Plan Legislation, Senate 
Committee on Labor and Public Welfare, United Staies Senate, 
Washington, D.C. 

My Deak Senator KENNEDY: We are filing this statement with you in the 
belief that it may assist your subcommittee’s inquiry into the need for legis 
lation requiring disclosure of employee benefit plans. We respectfully requesi 
that this statement and the attachments submitted with it may be made a part 
of the permanent record of your subcommittee’s hearings. 

Our belief that this statement will be of assistance to your subcommittee 
is based on these considerations: 

1. That you are interested in the development, administration, and history 
of disclosure of sound benefit plans that have succeeded in avoiding the abuses 
you have uncovered elsewhere. 

2. That you would not wish to allow to stand uncorrected earlier testimony 
which gives false and misleading impressions. On June 11, your subcom- 
mittee heard such testimony by Mr. George Meany, president of the AFL-CIO, 
relative to the General Electric Co.’s benefit plans and their operation. This 
statement corrects the seriously misleading testimony he offered. 

8. That you will be interested in the General Electric Co.’s position as ex- 
pressed before a Massachusetts legislative commission last year, that we are 
in full accord with the objectives of legislation which would make mandatory 
disclosure of certain information about both employer administered and union 
administered or jointly administered benefit plans. This view includes sugges- 
tions that legislation may properly require the disclosure of constructively useful 
information about benefit programs whether administered by employers or others. 

We therefore offer our experience and our views in the hope and belief that 
they will be of value to your subcommittee in its deliberations. 

Yours very truly, 
L. R. BoULWARE. 


GENERAL ELECTRIC STATEMENT TO SUBCOMMITTEE ON WELFARE AND PENSION 
PLAN LEGISLATION SENATE COMMITTEE ON LABOR AND PUBLIC WELFARE, UNITED 
STATES SENATE 


We recognize that much of the time of your subeommittee—as well as that of 
your predecessors—has been devoted to uncovering abuses in the administra- 
tion of employee welfare plans. 

We appreciate, however, that your inquiry goes primarily to an evaluation 
of the operation of the various kinds of pension and insurance programs in order 
to determine whether or not additional legislation may be required that will 
make it possible for sound employee benefit plans—whether administered by em- 
ployers, by unions, or jointly—to flourish and to meet their high objectives of 
providing assistance in time of need for employees and their families. 

We know you are interested in knowing about the development and operation 
of sound benefit plans which have succeeded in avoiding the abuses you have 
discovered elsewhere. We offer the subcommittee this statement in the belief 
that an examination of our particular practices and experience with employee 
benefit programs over the past half century may assist you in resolving questions 
regarding disclosure of benefit information. We also want to insure against any 
misconceptions about our particular program or our type of employer-adminis- 
tered program. 

We have followed the practice over the years of making publicly available such 
information with respect to benefit plans which seemed pertinent to the interest 
of those concerned. The amount and detail of this information has grown with 
the growth in size and importance of our employee benefit programs. The in- 
formation thus supplied has included that which was in full satisfaction of the 
requirements in our periodically negotiated union contracts. Last year before a 
Massachusetts legislative commission we advocated that disclosure of certain 
information about both employer administered and jointly or union administered 
plans be made mandatory by State law. We are in accord with the objectives of 
such legislation, and we later in this statement make suggestions concerning any 
legislation that may be incorporated in Federal law requiring the disclosure of 
constructively useful information about benefit programs whether administered 
by employers or others. 

We therefore offer our experience as 4 Case study. 
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GENERAL ELECTRIC’S RECORD 


We voluntarily pioneered employees’ suggestions awards in 1906, safety and 
health progranis in 1907, pensions in 1912, savings plans in 1917, life insurance in 
1920, relief and loan plans in the 1930's, profit-sharing plans in the 1930's and 
1940's, new disability-insurance protection in 1939, a stock bonus plan in 1948, a 
pensioner’s hospitalization plan in the same year, as well as our ambitious but ill- 
fated experiments in work and pay guaranties during the 1930’s. A great deal 
of this pioneering proved practical—and good for employees and all others con- 
cerned. Some of our experiments still proved impractical, despite the repeated 
efforts under varying conditions to make them work. 

The latest major advances were proposed in 1955, and worked out then with 
more than 90 AFL-CIO and other unions representing General Electric em- 
ployees, to cover the succeeding 5 years. These advances were included in our 
better living program which provided substantial wage and benefit improve- 
ments. (A summary of this program is attached, attachments Nos. 1 and 2.) 


TWO KINDS OF BENEFIT PROGRAMS 


One of the familiar types of benefit programs is based on cost. The employer 
and/or employees put in a specified amount or agreed number of cents per hour, 
for instance, and the benefits the employees receive are then whatever that 
money will buy. 

The other and, we believe, demonstrably better type is the “level-of-benefits” 
kind. The employee is assured of a specified benefit ; for example, life insurance 
equal to two times annual earnings. It is important to note that the particular 
benefit levels are established by voluntary employer action, negotiation, and 
the requirements of competition for employees. The employee may contribute 
a fixed amount, a certain number of cents per hour or a certain percentage of 
his pay, or he may pay nothing toward the protection, depending on the agreed 
arrangement. In any event, neither his previously specified benefit nor his 
previously specified contribution varies with the always varying cost. 


GENERAL ELECTRIC’S INSURANCE PROGRAM 


AS your subcommittee has been primarily interested in insurance and pen- 
sion plans, we will cover only these two kinds of benefit programs in this state- 
ment. Both of these General Electric programs are generally conceded to pro- 
vide benefit levels that are among the highest in American industry. 

General Electric first provided life insurance as an employee benefit in 1920, 
when we initially made our contract with the Metropolitan Life Insurance Co. 
As coverages have been expanded, additions have been made to the basic con- 
tract. For example, disability coverages were added to life insurance in 1939. 
A second carrier of health insurance—Aetna Life Insurance Co.—was added 
in 1948 for regional coverage reasons. 

During ensuing years the protection available and number of employees cov- 
ered grew rapidly. In 1950, when a major improvement was made in the plan 
benefits and again in 1952 when there were additional improvements, the exist- 
ing contracts were amended to provide for the new coverage. In 1955, when 
the company put into effect its pioneering comprehensive insurance plan, the 
contracts were naturally expanded again. This private comprehensive medical 
expense plan gives new broad protection against the costs of illnesses and dis- 
ability, including the catastrophic and heretofore bankrupting cases. Never 
before had such a liberal program of medical insurance been applied in mass- 
production industry on such an extensive basis. This insurance plan—first of 
its kind available to production employees—set a precedent that has been re- 
peated in over 1,500 private plans in the less than 2 years since we pioneered it. 

This insurance is supplied to employees on a “level-of-benefits” basis. There 
is no so-called welfare fund in this area. We buy the coverage and service on 
an annual basis-as an expense, and settlements against our premium advances 
during a year are made when the total net cost is determined after the end of 
the year. No employee or his union could be adversely affected by the varia- 
tions in that cost or by the way we buy coverage or by whether or not we car- 
ried the insurance ourselves instead of buying it. 

The company agrees to be responsible for providing the fixed benefits—re- 
gardless of how the costs vary and also regardless of how much this cost may be 
above the contribution made by the employee. The company takes the whole 
risk as to what the actual experience will be under the plan. Incidentally, the 
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administrative costs of handling General Electric employee benefit programs, 
amounting to very considerable sums annually, are absorbed entirely by the 
company. 

This level-of-benefits type of program has important value to four separate 
participants : 

1. The employees is assured of a specific benefit—with any participation by him 
also specified in amount—while his employer takes the risk as to what the over- 
all cost of the particular benefits will be. Our union agreement clause on this 
subject reads as follows: 

“The Company will pay the balance of the net cost of the revised Insurance 
Plan. It will also pay any increases in such costs and shall receive and retain 
any divisible surplus, credits or refunds, or reimbursements under whatever name 
made under any insurance policy issued under the revised Insurance Plan.” 

2. The employer has the incentive to achieve the most efficient operation and 
lowest resulting overall costs of his benefit program, not only through his efforts 
to help his employees be safe and healthy, but also through the intelligence and 
diligence he and his associates employ in buying coverage and service and in do- 
ing the internal administration. 

8. Regulatory officials welcome the built-in self-regulation inherent in the 
level-of-benefit programs. For example, prior testimony before this subcom- 
mittee has pointed out the results of the study conducted by the New York State 
Insurance Department, which stated: 

“For the true level-of-benefits plan, there is nothing to regulate with the pos- 
sible exception of literature. * * * For the present, it is our view that the stat- 
ute should be directed toward the regulation of trust funds or funds so ear- 
marked that they carry fiduciary implications. In level-of-benefit plans such a 
fund does not exist since the employer merely promises to provide benefits and 
not to set aside certain sums of money. Even where the employer sets up a 
reserve on his balance sheet, it is merely for his own convenience, * * * Such 
questions as whether the employer pays too much for insurance, whether com- 
missions are too high, whether there are kick-backs to corporate officers, and 
whether the cost of administering the plan is too high are issues for stock- 
holders to complain of.” 

4. Union cfficials can, under level-of-benefit bargain, assure their members 
of specified benefits regardless of the varying costs of the coverage, the varying 
working or health conditions in and out of places of employment, and the varying 
efficiency of employers and others in administration. 

We are glad to offer our insurance program as an example of a level-of- 
benefits plan in action. 

In the first place, as to our risk, we have to decide whether we will carry it 
ourselves through self-insurance or employ others to carry it. This is the same 
aecision we have to make on the question of whether we will make or buy a 
given component for one of our products. In the case of life and health insurance, 
our constant check of the facts has, thus far, kept us deciding in favor of buying 
it, partially because of the experience and service the carriers also provide. 

When we buy insurance initially—or when we scrutinize the facts as to whether 
insurance contracts are to be renewed—we have to employ the same gumption, 
honor and diligence we bring to all our other buying transactions. About half 
the sales dollars we receive go to suppliers—roughly $2 billion to 42,000 suppliers 
in 1956—and we obviously have to make these purchases on the basis best calen- 
lated to keep our products attractively competitive in the market. Consequently, 
we do business with some of these suppliers on a competitive bid basis; but in 
many cases we find the individually negotiated contract works out best. 

General Electric has, of course, a number of contracts with insurance companies 
in other fields such as fire, casualty, inland marine, ocean marine, workmen’s 
compensation, creditor insurance, and insurance for extra hazardous assign- 
ments. We have been doing business with insurance companies ever since the 
company was founded before the turn of the century and at present we are work- 
ing with at least 20 different insurance companies. Just as in other buying 
operations, we have full-time executives and consultants in this employee benefit 
work—professional people who are respected in Government and industry. 

One of the things we have gathered from all this experience and counsel is that 
the controlling factor in insurance costs is not the “bid” but the deed—the actual 
performance of the carrier in terms of operating expenses. We have learned 
over a period of 50 years not to jump from one insurance carrier to another simply 
because the latter claims that it might be able to do the job at less cost than the 
incumbent. While we carefully and regularly reevaluate the possibilities of 


—— ~~ +. = 


WELFARE AND PENSION PLANS LEGISLATION 685 


<ioing business with another carrier, we have found no good reason to make any 
changes in our life and health carriers since 1948. 

This judgment of ours seems to be borne out by the fact that according to 
The Spectator Accident Insurance Register, a standard published authority for 
ihe imsurance industry, Metropolitan and Aetna have in their class, the lowest 
and third lowest operating expense ratios, respectively, based on an average of 
the last 5 published years. 

It is in this area of operating expenses that we find the real competition in the 
insurance business. There is little difference from 1 carrier to the next 1 in 
the other 2 elements making up net insurance costs—benefit claims and 
reserves. Obviously, employees are going to make the same claims regardless of 
the carrier. Thus, except for an occasional difference of interpretation, either 
way, resulting from different claim personnel and practices, there would be no 
variation in costs due to benefits paid. These costs represent about 90 percent 
of the total cost under most large insurance contracts. There is also no important 
difference in the cost of setting up and maintaining contingency reserves because 
the practice of carriers is comparable in this field. 

This leaves expenses as the principal variable item—and they represent less 
than 10 percent of the total cost. This figure, of course, includes taxes which 
represent about 2 percent of overall costs and are common to all carriers. As 
indicated by The Spectator Accident Insurance Register on total business for a 
D-year period, of those companies which write total group disability insurance 
in a volume at least equal to that provided by the General Electric insurance 
plan, Metropolitan showed the lowest expense ratio of 7.7 percent and Aetna was 
third lowest with 9.7 percent. Furthermore, the actual operating expense ratios 
achieved under the General Electric plan by the two carriers are substantially 
lower than the already outstanding low average expense ratios realized for all 
of their group policyholders. We have every reason to believe that the net costs 
realized under our Metropolitan arrangement have been certainly as low as, if not 
lower than, they would be with any other carrier. 

One ©* the most common union abuses reported about insurance operation has 
involved the renegotiation of insurance contracts and the repeated changing of 
insurance carriers so that brokers selected by, or friendly to, union officials could 
get repeated commissions for placing the insurance. 

Quite aside from cases of intentional abuse, we believe that it is easy for 
people who are merely inexperienced in group insurance to run up unnecessarily 
high costs because they are tempted to jump from one carrier to another on the 
basis of attractive bids. 

With Metropolitan and Aetna measuring up so well on the basis of perform- 
ance, we have succeeded in avoiding other costs and losses which we would have 
incurred had we been forced to switch carriers. This is especially so in the 
case of our Metropolitan experience. For example, definite advantages result 
from the fact that our life insurance policy dates back to 1920. One of these 
adv.ntages is that there are no brokers’ commissions or equivalent charges re- 
quired under this policy. This distinct saving in the cost of life insurance would 
be lost if the coverage were transferred to another company. Another advan- 
tage is that under this policy, which has been in effect for so long, the company 
enjoys a favorable position with respect to payments made to cover contingen- 
cies, an advantage which would be sacrificed if the coverage were transferred. 

(ur health insurance policy goes back to 1989 and has built up over the years 
certain contingency reserves which are not transferable and would be lost if this 
coverage were turned over to another carrier. 

In addition, if the Metropolitan policies were transferred to another carrier, 
there would be expenses due to start-up costs. The combined totals of the losses 
in reserves and new start-up costs would, in our case, amount to over $3 million. 
Furthermore, there would be temporary out-of-pocket advances of additional 
millions (upon which savings would have to be sacrificed while they were un- 
available for normal company business until the advances were refunded) in 
order to conform to State law requirements on initial gross premium rates. 

The sales and consultant work on our policies have been performed by Metro- 
politan representatives. It is of interest to note that at no time since the issue 
of the original policy with the Metropolitan in 1920 have the services of any 
broker been required on any insurance issued by the Metropolitan to General 
Flectric. Hence, no brokerage commissions have been paid by Metropolitan on 
General Flectrie business since 19{20, although the cost of the disabiilty coverage 
does include a charge equivalent to a commission as required by law. Since 
Metropolitan is a mutual eampany however, the savings it realizes arising from 
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the nonpayment of commissions to brokers on General Electric business have the 
effect of reducing the cost of insurance to all Metropolitan group insurance 
policyholders, including General Electric. 

Moreover, even all these savings do not take into consideration the fact that 
we have been able over the years to use forms and procedures already in exist- 
ence throughout the company and known to employees. Our General Electric 
administrators of the program in over 125 locations have developed efficient 
practices in working with the two insurance carriers. While we would not have 
maintained our arrangements with Metropolitan and Aetna solely on the basis 
of such local operating economies, they are important additional savings beyond 
those from the low operating costs of these companies. 

We received significant aid from Metropolitan and Aetna in the development of 
the comprehensive medical insurance program we pioneered in 1955, and these 
companies were prepared to move ahead expeditiously with the program when 
we initiated it. When a new program is being launched—as untried and as 
revolutionary as ours was—it is important that there be the fullest contidence 
in the carriers’ ability to handle this large problem. Experience had given us 
this confidence in our ability to work soundly and efficiently on new and large 
problems with Metropolitan and Aetna. 

This confidence was especially helpful to us when we took on the uncertainties 
of the comprehensive medical insurance plan on a level-of-benefits basis. We did 
not believe that employees should be asked to do more than make a fixed contri- 
bution to the program, with the company assuming the remainder of the esti- 
mated costs plus all the risks that the costs would exceed the estimates. Despite 
the fact that the absence of prior experience with such extensive coverage re- 
duced the possibilities of making sound cost estimates, the compuany committed 
itself in a 5-year contract to assume responsibility for the entire balance of cost 
beyond the fixed employee contribution. Thus, any variations in premium pay- 
ment actually affect only the company. (For example, General Electric con- 
tributed about 62 percent of the cost of the employees’ own insurance in 1956. 
In addition, in 1956, the company contributed about $1,200,000 for dependents’ 
coverage which not only paid the insurance company administrative costs, but 
also a portion of the claims costs for dependents. ) 

As you know, sound group-insurance practice requires premium payments 
high enough to cover conservatively estimated costs and to provide protection 
against unusual variations. The insurance carriers—including obviously the 
mutual companies—require as protection against unusual variations, that the 
company make payments or advances which are larger than it is hoped the 
actual costs will be. The fact that there have been variations of several mil- 
lion dollars fromm one year to another in the amount of the excess deposits 
actually needed to pay benefits indicates the validity of these advances and the 
unpredictability of actual claim expenses. As is shown by the union-contract 
clause we have already cited, it was definitely and specifically understood by 
both the company and the union representing employees that any excess pre- 
mium advance would be returnable in the form of a refund to the company as 
its own since the company had advanced it in the first place. This refund 
is often misunderstood as some kind of an earned dividend reflecting earnings 
or profits, which definitely is not the case here. 


THE GENERAL ELECTRIC PENSION PLAN 


The General Electric pension plan was established in 1912 by the company in 
the interest of assuring income to retiring employees. It was financed cur- 
rently until 1927, when the General Electric pension trust was established in 
recognition of the long-term commitments involved in this kind of employee 
benefit. In the 45 years experience with the pension program, many major im- 
provements have been made. 

Over the past decade there have been negotiations with the company’s various 
unions on benefit matters, and separate pension and insurance agreements were 
signed in 1950. These and subsequent agreements have continued the existing 
administrative machinery which had been functioning effectively over the years. 


1* * * Tn a mutual company, whatever the field of its operation, the premium exacted is 
necessarily greater than the expected cost of the insurance, as the redundancy in the 
premium furnishes the guaranty fund out of which extraordinary losses may be met, while 
in a stock company they may be met from the capital stock subscribed. It is of the essence 
of mutual insurance that the excess in the premium over the actual cost as later ascertained 
shall be returned to the policyholder * * *.” Penn Mutual Co. v. Lederer, Collector of 
Internal Revenue (252 U. S. 528, at p. 525 (1920)). 
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This was all the more natural in view of the fact that the bargaining was on 
the level-of-benefits basis. That is, the plan provides the benefits for predeter- 
mined employee contributions, and the company picks up the tab for the balance 
of the actuarially determined costs of the future benefit. 

The 1950 agreement was for 5 years; at the close of which, in 1955, there 
were further negotiations and another advance in benefits, but the rest of the 
administrative setup by agreement remained the same. 

The General Electric pension trust at the end of 1956 had $717 million in 
assets, and the pension plan had 237,000 employees as participants. Some 17,200 
retired employees are already on pension. More than 2,000 retired in 1956. 

The trust fund is directed by five trustees appointed by the company’s board 
of directors. All of the trustees are company executives with special knowledge, 
experience and assignments which are valuable in the administration of the 
trust. They have the full responsibility for trust-fund finances and investment 
separate and distinct from their responsibilities as managers of the company. 
The annual report they submit to the company and the unions, under the terms 
of the plan and the union agreements, provides data on annual trust operations 
and investments. 

The investments, under formulas approved by the trustees, are handled for 
the trustees by the company’s own investment service component. This com- 
ponent, originally established in the early 1900’s to handle company investments, 
now devotes the full time of its experts to the investment of pension trust funds 
and the funds of other employee and charitable trusts of the company. 

The provisions in the trust give the trustees the freedom necessary to carry 
out their duties efficiently but do not, of course, protect the trustees from prosecu- 
tion for fraud, corruption, dealing in their own interests, or other wrongful acts 
in the performance of their tasks. These or similar provisions are commonly 
found in trust instruments, including trusts set up by private individuals for 
the benefits of themselves and their families, as well as the hundreds of trust 
agreements under which single employer or multiemployer plans function. ‘The 
provisions relate, among other things, to the filing of accounts: giving the trustees 
the necessarily broad powers of investment; permitting the trustees to vote stock 
held by the fund; permitting them to rely on the advice of counsel, including coun- 
Sel to the company ; and permitting them to receive remuneration in their regular 
role as employees of the company or as participants in its regular benefits plans. 

The 30-year history of our trust is completely free from any suspicion of self- 
interest in the trustees’ dealings, of misappropriation of funds, of payment of ex- 
cessive or unearned fees, or any of the other actions in violation of ordinary 
fiduciary standards which have been uncovered in the operation of certain other 
types of employee benefit funds. 

The accounting and treasury components keep the books for the trust, main- 
tain the records of participants, collect funds, process applications for pensions, 
pay pensions and compile necessary data and statistics. They make the actuarial 
determinations in accordance with the methods approved by an independent con- 
sulting actuary. The financial operations through the years have been audited 
by an independent certified public accounting firm. 

About 96 percent of our 280,000 employees are participants. Because of the 
importance of the plan to employees, every effort is made to persuade as many 
employees as possible to participate, and the high rate of participation indicates 
the outstanding acceptance accorded the plan. 


INFORMATION PROGRAMS ON EMPLOYEE BENEFITS 


You may be interested in our continuing program of keeping employees in- 
formed about their General Electric benefits in order to facilitate the fullest 
understanding and maximum utilization of the plans. 

For example, a detailed booklet on each benefit plan is given all employees. 
These booklets contain not only a summary of the features of the plan, but also 
technical details of the plan. (The booklets on the pension plan and the in- 
surance plan are filed with the committee.) Also, a summary of all benefits plans 
is distributed in handy pamphlet form, a copy of which is filed with committee. 
From time to time, plant newspaper articles, editorials, editorial cartoons, film 
strips and bulletin board posters are utilized to inform employees about the 
various benefit plans. We have been supplying benefit information for 45 years. 

Periodically, each employee is given a statement showing his individual share 
in the benefits of the various plans. A variety of formats has been used in 
recent years to create as much employee interest as possible while providing 
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them with all of the pertinent personal information. (The form used in 1955 is 
attached as an example.) Last fall we began preparation of the next current 
statement called Your Share in the General Electric Pension Plan which has 
now been distributed to each participating employee. (A copy of this statement 
is attached.) As part of this 1957 distribution we encouraged supervisors to 
deliver the statements personally to employees in order to provide them with 
opportunity to raise questions about the plan and their status in it. (See letter 
and accompanying information attached. ) 

Through plant newspaper reports this spring, employees have already been 
given information on the pension trust itself, its assets and liabilities, the per- 
centage makeup of the portfolio, and the certifications by the independent public 
accountants and the report by the consulting actuaries. (A copy of this report 
is attached.) Similar information was given Isst year. Information on total 
insurance operations is again being made available to employees and appropriate 
union officials. Comparable insurance data for 1953 was published in 1954 
(a copy is in the committee files), while information for 1954 was presented 
in the company’s annual report (an excerpt attached). The letters which 
accompany this year’s pension statement also explain how to determine the 
individual’s status in insurance. Insurance data for 1956 has just been received 
from the carriers and a report has been distributed for publication. (A copy 
is in the committee files.) 

For many years the company’s annual reports contained information on the 
benefit plans, so these more-detailed reports in recent years follow a long tradi- 
tion of voluntarily publicizing information about employee benefits. 

These are all typical of the kinds of promotion, explanation, and other action 
undertaken in our efforts to keep employees informed about the benefits available 
and the company’s very substantial investment in them. This annual investment 
in all our benefits in 1956 was greater than our investment for that year in plant 
and equipment—over $200 million. 

Following are the pertinent clauses from the GE-IUE pension and insurance 
agreement (1955-60) : 


Insurance plan 


“The company shall furnish to the union, annually, the following information 
with respect to the revised insurance plan: (1) the total number of persons 
employed by the company participating in such a plan as of the end of each year; 
(2) the advance deposit made by the company to the insurance carrier or carriers 
underwriting such plan; the refunds of such excess deposits received by the com- 
pany from such insurance carrier or carriers; the net cost of such plan to the 
company; the aggregate of the contributions of persons participating in such 
plan; and the net cost of such pian, each of such items of information being 
segregated as between that applicable to the personal coverage of employed 
persons and that applicable to dependent coverage.” 

(A copy of the most recent data sent the unions is attached. ) 

















Pension plan 
“(1) A balance sheet of the pension trust, showing the assets and liabilities 
of the trust, certified by the independent public accountants selected by the 
trustees of the pension trust to audit the books and accounting records of the 
trust for the year; (2) a copy of a report by the trustees of the pension trust 
showing the total amount of the assets and liabilities of the trust with a list of 
the securities and other property held by the trust at the end of the year and 
showing the total amount of receipts and disbursements by the trust during the 
vear: (3) a statement furnished by independent actuarial consultants retained 
by the company or the trustees of the pension trust setting forth their opinion 
as to the actuarial soundness of the basis upon which the trust is being operated ; 
(4) the number of retired males and females on pension at the end of the year; 
(5) the number of persons who retired from the company under the amended 
pension plan in the preceding year, and the average age, service with the com- 
pany at time of retirement, and the average pension of such persons. 
(A copy of the most recent data sent the unions is attached.) 


MANDATORY DISCLOSURE INFORMATION 


As can be judged from this record and our testimony last December in Massa- 
chusetts. we would not hesitate to support legislation requiring reasonable dis- 
closure of constructively useful information about benefit programs, whether or 
not they are administered by employers. 
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In this situation, our position is obviously the same in principle as the one we 
took before congressional committees on the Taft-Hartley non-Communist affi- 
davit some years ago when we testified that any employer who would be suspected 
of being a Communist would be a relatively rare exception but that, if it would 
seem fairer or help save face for union officials, among whom were many sus- 
pects, we would support the non-Communist affidavit being required of employers 
as well as of union officials. 

We feel that any such disclosure legislation might well include disclosure to 
beneficiaries, registration with an objective Government agency, such as the 
Securities and Exchange Commission or the Bureau of Internal Revenue because 
of their special competence and experience in financial matters and specific pro- 
hibitions and penalties against deliberately furnishing incorrect or improper in- 
formation or failing to provide information to beneficiaries. 

In enacting legislation, Congress should, of course, be mindful that unduly bur- 
densome requirements may discourage the growth of sound plans or force the 
unnecessary expansion of costly Government administration. Appropriate pro- 
tection should be afforded to information which, for competitive or other proper 
reasons, should remain confidential. Information disclosed should be confined to 
that which is demonstrably necessary for the protection for employees, employers, 
and the public, and should not injure the normal investment process. 

We suspect that any reluctance on the part of employers to support broad 
mandatory disclosure legislation is due to these same fears we have expressed 
as to needless building up of further expensive bureaucracy and as to the demands 
for information going beyond what is genuinely in the interest of employees and 
public, and thus interfering with the soundly competitive efficiency of business 
in serving the balanced best interests of all concerned. 

For example, it is felt that some union officials are advocating disclosure legis- 
lation for the purpose of trying to force employers into a “cents-per-hour” instead 
of a “level-of-benefits” basis of bargaining. Some union officials seem to feel 
that it is more important to talk about how much a benefit costs an employer 
than how much good it does an employee. We have felt on the contrary that 
bargaining on the basis of fixed benefits keeps the goals of what are in the best 
interests of the employees out in front of both parties to the negotiation. 





UNION STATEMENTS ABOUT GENERAL ELECTRIC EMPLOYEE BENEFITS 


In closing, we offer brief and obvious corrections to certain implications which 
union sources have put in your record in an effort at diversion through creating 
suspicion about General Electric benefit plans. 

General Electric promptly and publicly replied to the union statement, and we 
doubt that your subcoinmittee or the public has been deceived into thinking that 
reneral Electric plays fast and loose with its employees’ welfare. We believe 
most people recognized that this was simply a desperate attempt to shift the spot- 
light from corruption being uncovered among some union officials. However, 
we wish to set the matter straight in the record of these hearings. 

We wish to call the subcommittee’s attention to the following observations on 
the union statements. 

“COMPETITIVE BIDDING” 


One union statement apparently was intended to get people to believe that 
there was something harmful to employees or otherwise wrong about the fact 
that we do not put our life and health insurance contracts up for competitive 
bidding and do not thus jump from one insurance company to another. 

As you and the union officials weil know, the level of benefits and costs to 
employees cannot possibly be affected by the company’s method of choosing its 
insurance carrier, whether the method is competitive bidding or individual 
negotiation.® 


2The diversionary nature of the union statement was clearly revealed when similar 
insinuations were offered by AFL-CIO officials to the House Education and Labor Com- 
mittee. When the chairman of the committee asked these officials if General Electric had 
done anything wrong to its employees or mistreated them in any way in the administration 
of the welfare program, one union official replied: “We have made no such allegation at 
any time in our statement.” 

*It is interesting to note that a representative of the insurance and pension depart- 
ment of the United Steel Workers said before this same subcommittee in 1955 that “to 
merely say if you want to keep these things honest, you offer the thing out to bid, to my 
mind does not prove a thing.” 
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Inasmuch as General Electric already has contracts with two of the lowest 
cost carriers; inasmuch as actual General Electric experience is substantially 
lower than the carrier’s average, and inasmuch as any new carrier would have 
to start afresh, nothing would be more detrimental to the best interests of all 
concerned in General Electric than to take the course of action suggested from 
some AFL-CIO sources. It would result in the totally unnecessary loss of millions 
of dollars in reserves and in other extra costs, including expenditures which 
would be required for the initial “start-up” costs under new contracts. 


“COMMON DIRECTORS” 


The AFL-CiO official apparently tried hard to imply that there might be some- 
thing insidious about the fact that Mr. Philip D. Reed, chairman of the board of 
directors of General Electric, and Mr. R. W. Woodruff,‘ a member of the board 
of General Electric, are also presently directors of Metropolitan Life Insurance 
Co. 

The flimsiness of the union implication has already been set forth. Com- 
panies as diversified as these two, if they are to have the benefit of any expe- 
rienced outside directors at all, will almost inevitably find that these directors 
are affiliated with customers or suppliers. General Electric, for instance, has 
42,000 suppliers and 400,000 dealers and distributors, plus countless thousands of 
other businesses as customers. General Electric has 8 directors on the boards of 
a total of 14 insurance companies. The diversity of experience and the expe- 
rience thus gained are an extremely helpful aid in carrying out their financial 
and other business and public duties. Incidentally, General Electric had been 
doing business with Metropolitan 20 years before either company had any direc- 
tors on the board of the other. 

The scrutiny of shareowners, auditors, public authorities, and fellow managers 
as well as fellow directors is such that, if there had been the slightest suspicion 
that either Mr. Reed or Mr. Woodruff was profiting from the business General 
Electric does with Metropolitan, he would have long since ceased to be a director 
of the General Electric Co. But even though any such misconduct on their 
part would have injured General Electric, it would not have affected the insur- 
ance benefits of any General Electric employee or the costs of those benefits to 
any employee. 

“PENSION TRUST ADMINISTRATION” 


A strained attempt was made by a union witness to suggest that certain pro- 
visions of our pension trust somehow permit the trustees to engage with impunity 
in all kinds of skulduggery. As indicated earlier, these provisions, which are 
wholly proper and commonly found in trust instruments, give trustees the freedom 
of action they need in order to administer the trust efficiently, but do not excuse 
them in any way from the relentless prosecution which would surely follow if they 
engaged in fraud, corruption, dealing in their own interests, or other wrongful 
actions in the performance of their trusteeship duties. 

The union officials tried to hang their case on a statement of a special Massa- 
chusetts legislative commission that did not claim any abuse had occurred but 
implied that one might. As we have pointed out to the commission, no abuse has 
occurred and there are no grounds for the commission’s implications. The chair- 
man of that commission, Senator Conte, told General Electric by letter on June 21: 

“Certainly, in the time allotted and from my own observations, I found no ques- 
tionable conduct on the part of the General Electric Co. regarding their insurance 
and pension plans. In fact, it was my feeling that the plan was a model one and 
one of the finest that we investigated. 

“You can rest assured that I will do everything individually possible to clarify 
any misapprehension relative to the General Electric Co.” 

No one has ever come forward with any facts that would support a charge 
against the trustees of the General Electric pension trust. 


# Chairman of the finance committee of the Coca-Cola Co. 

5It is interesting to note that when this AFL—CIO inference was later attempted before 
the House Education and Labor Committee and was challenged, the union officials were 
forced to admit that they would make “no charge” (1) that there was any personal 
advantage to the two joint directors of General Electric and Metropolitan arising out of 
the General Electric insurance plan (transcript, pp. 445-446); and (2) that the General 
Electric contract was awarded to Metropolitan because members of the board sat as 
members of the board of the carrier (transcript, p. 385). 
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“REAL-ESTATE SPECULATION, LOANS TO FRIENDS,” ETC. 


A union witness has insinuated that the funds in the General Electric pension 
‘trust may be used for improper purposes. He constructed his insinuation out of 
a statement about the trustees’ freedom to invest and an NAM editorial against 
union-official malfeasance and corruption in which it was stated that: “Money 
from the [union] fund may be used to finance businesses, real-estate speculation, 
as loans to friends, or in other ways which are of no benefit to the employees who 
are supposted to be protected.” 

As we clearly indicated in an earlier part of this statement, and as we have 
carefully documented in the financial statements and audited figures related to 
the trust, these implications are totally contrary to the fully established and 
published facts. (See attachmens which give investment details.) 


“DIVIDENDS” AND “KICKBACKS” 


Any union-inspired notion that General Electric wrongfully gets some sort of 
dividends or kickbacks is maliciously false. What is misleadingly referred to as 
“dividends” or “kickbacks” are, in fact, what our union contracts specifically 
recognize as usual and thoroughly proper “refunds of excess deposits” to the com- 
pany of premiums originally paid by the company to the insurance carrier as pro- 
tection against unexpectedly high claim costs. (See p. 5, earlier part of this 
statement.) 

“SECRECY” 


A union witness asserted that the General Electric Co. has “pursued a consistent 
policy of secrecy with respect to its management of the health and welfare plan.” 
This was based on a statement by a union representative who, contrary to facts, 
claimed that “never once in the 6 years of our existence did we get any informa- 
tion as to what the actual experience of these plans was.” ° 

The falsity of this charge.(which apparently rested on the technicality that no 
formal reports on insurance were made to the union at the time when none was 
required under our agreements) has been demonstrated earlier in this statement 
setting forth the voluntary information then made available on our benefit plans 
as well as the information regularly made available in accordance with subsequent 
negotiations.” 

Attachment No. 1 


[Employee Relations News Letter, For Circulation Among General Electric Management, 
August 19, 1955] 


Our PROGRAM: 32 FEATURES FoR “BETTER LIVING” 


‘It has not been possible within the space limitations of Works News messages 
and the normal press releases to do any more than cover the highlights of the 
5-year, 32-feature program which is being discussed, wherever appropriate, at 
yeneral Electric bargaining tables... Consequently, we have been flooded by 
requests for more detailed information about some or more of the many features 
in this pioneering program. 


* This same union representative subsequently stated to the Massachusetts Committee 
on Labor and Industries (January 31, 1957) : 

“T call to your attention also that only one giant corporation, to my knowledge, has so 
far come out publicly and declared itself in favor of disclosure. This company is General 
Electric, with which we have a contract at present, and with which we negotiated superior 
health and welfare and pension plans in 1955. 

> + + * cS 7 m 


“Now, let me stress that I don’t want to get involved in the GE argument. We are 
satisfied with what we negotiated with the company. We point with pride to our accom- 
plishmens there and to the jointly negotiated program. We wish that everybody in this 
country had the type of pension, insurance, and health coverage our people have at GE. 
And we are happy that GE proved itself the first giant corporation to join the labor side 
of the table and agree to complete disclosure. Our contract with GE dened in 1955 pro- 
vides for more complete disclosures than had been the case previously.” 

7See Information Programs on Employee Benefits, and attachments. 

® This program has already been accepted by the bargaining committees of many unions. 
Most of the features became effective August 15 for the G—E employees in these unions. 
These same features can become effective on the same date for employees in bargaining 
units of other G-E unions, where negotiations are appropriately open now and where 
azreement is reached within reasonable time under the particular circumstances. Arrange- 


ments relating to employees outside bargaining units have been announced by local 
managements. 
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Unlike editors of the Works News and the daily press, we are rather notoriously 
uninhibited by space requirements, and so we shall endeavor here to fill some of 
the gaps in the reports printed elsewhere. 


CATASTROPHE INSURANCE 


For example, most of the reports in the daily newspapers which came to our 
attention devoted so much space to the liberal proposals for pay increases that, 
among others, the equally important features for “catastrophe” medical imsur- 
ance were almost totally neglected. 

A fact that has gone almost unnoticed in our plant communities is that when 
our catastrophe insurance goes into effect, it will mark another milestone of 
progress in the whole area of employee benefits. Never before has such a liberal 
program of medical insurance been applied in mass production industry on such 
an extensive basis. Never before has such a large catastrophe insurance pro- 
gram been written for an individual employer. 

As you know from the brief summaries we have issued to date, the 5-year pro- 
gram actually includes two alternate plans for this insurance. While there are 
important differences between these two plans, both of them are designed to 
render such a large measure of financial assistance that the human tragedies of 
sickness and accidents will no longer leave such deep financial scars on the life 
of the family. Both plans represent the most modern approach to protection 
from budget-upsetting, long-term illnesses and injuries. Both plans represent 
the culmination of years of experimentation and experience in the field of medical 
benefits to provide the greatest help in the areas of greatest need. 


PENSIONS 


While the wage increases received wide attention, the important increase in 
the employee’s incomee from the proposed reduction of his contributions to pen- 
sions was largely missed. Actually, these reductions would have the effect of 
offering the overwhelming majority of G-E employees (more than 90 percent of 
those eligible participate in the pension plan) all the advantages of additional 
substantial pay increases without the disadvantage of paying income taxes on 
them. Thus—over and above the wage increases offered—all employees now 
participating in the pension plan will get the equivalent of another 1 percent tax- 
free increase in pay right now and the equivalent of a second 1 percent tax-free 
increase in pay 3 years from now. 

These substantial reductions in employee pension contributions are particu- 
larly significant in view of the substantial increases in benefits that are offered 
in the same proposal—and also in view of the fact that many of the features of 
our pension program are generally unknown in noncontributory plans. A good 
case in point is the proposed guaranty of a 5-year pension to the beneficiary of 
any employee who dies after 15 or more years of credited service under the plan. 

The liberalization of the vesting provisions also presents a notable improve- 
ment for the individual employee. 


BREAD-AND-BUTTER FEATURES 


A third big block of features which failed to make the headlines but which, we 
are sure, did not escape considerable discussion in the living rooms of thousands 
of General Electric families has to do with a whole series of bread-and-butter 
improvements which have been tailored in response to the genuine on-the-job 
wishes of our employees as reported to us by their union representatives and by 
our supervision. 

The more carefully General Electric employees examine the 5-year program, 
the more they are finding these bread-and-butter features in every major area of 
employee compensation and benefits. 

In the area of compensation, these features include not only the base rate 
improvements for certain classifications but also the accelerated salaried pro- 
gression schedules and the two proposals for liberalizing certain items relating 
to premium pay. 

In the area of pensions, there is the proposal which wonld improve the crediting 
arrangements; another which offers women the opportunity to remain on the job 
and earn pay between the ages of 60 and 65 and thus acauire higher pensions 
when they retire (for pensions go up with earnings and length of service): and 
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still another would increase hospital and surgical benefits for future pensioners 
and make these benefits available to their wives. These features would be in 
addition to the more widely noted increases in guaranteed minimums, in supple- 
mental payments for early optional retirement, in disability pensions, etc. 

In the imsurance area, many General Electric families have been so busy 
digesting the details of the two alternate plans for catastrophe medical insur- 
ance that they still may not fully recognize the rather remarkable improvements 
in the other insurance areas. As just one example, the combined improvements 
in life insurance and accidental death benefits would pay to the beneficiaries of 
most G—E employees in case of accidental death an amount equal to three times 
the straight time annual earnings of the breadwinner—while the maximum 
weekly sickness and accident benefit would be raised from $40 to $85. 

There is a feature offering improvements in vacations for longer service em- 
ployees ; a feature improving holiday pay for continuous operations. There is a 
feature concerning allowances for jury duty, another proposing better recall rights 
for long-service employees; and still another which would pay for death-in-the- 
family absences. 

The list of bread-and-butter benefits is obviously a long one. They seem not 
to be of the newsmaking variety but they reveal how much head and heart have 
gone. into this 5-year program to meet the small wants—as well as the big aspira- 
tions—of General Electric families. 

As the New York Times said recently in a thoughtful editorial ‘“* * * more 
careful and wide ranging scrutiny highlights * * * other gains to labor in the 
G-H settlement.” 

For those whe would find such a study rewarding, we offer as a supplement 
to this newsletter a detailed checklist of the 32 features in our 5-year program 
which offer better living to General Electric employees, their families, and coim- 
munities. 

EMPLOYEE AND PLANT COMMUNITY RELATIONS SERVICES. 

New York. 

Attachment No. 2 


Suprervisor’s CHecK List rok GENERAL ELEcTRIcC’s 5- YAR, 
32-FBaTURE “BETTER Livine”’ PROGRAM 


~ 


? Peatures for better pay 

1. Better general wage increases.—The company proposes general annual wage 
increases of (@) 3 pereent per year for each year during the first 3 years of the 
contract, and (b) for each of the fourth and fifth years, an average increase of 
an extra 1 cent per hour more than the 3 percent would yield. 

2. Better minimum inereases.—While the company proposes to follow its cus- 
tomary practice of making these annual wage adjustments on a percentage basis, 
no employee will receive an annual increase of less than an additional 4.5 cents 
per hour in each of the first 3 years and 5 cents per hour in each of the fourth 
and fifth years. 

3. Better “real” pay.—The purchasing power—real pay—of the regular annual 
wage adjustment would be protected by a cost-of-living escalator clause, provid- 
ing for quarterly adjustments, frem a September 1955 floor but with no ceiling. 

4. Better “take-home” pay.—An annual feature in the new pension proposal 
offers most General Electric employees even higher take-home pay than the wage 
proposals in themselves would indicate. Under the company’s present pension 
program, employees contribute 2 percent. of their earnings up to $4,200 and 5 per- 
cent beyond that. The company proposal would eliminate 1 percent of this con- 
tribution now and 1 percent at the end of 3 years. Thus—over and above the 
wage increases offered—all employees now participating in the pension plan 
will get the equivalent of another 1-percent tax-free increase in pay for the first 
3 years plus the equivalent of a second 1-percent tax-free increase in pay for the 
next 2 years. 

5. Better base rates for higher classifications of dayworkers and workers en 
equivalent graded salaried jobs.—In addition to the general wage increases, cer- 
tain dayworkers and workers on equivalent graded salaried jobs would receive 
special pay adjustments on the following schedule: 
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1 No change. : . 
2 Etc. in 4-cents increments for each daywork step rate up to a maximum increase of 12 cents. 


6. Better progression schedules for salaried employees.—Salaried employees 
on jobs having job rates grade 6 and below would reach their job rates faster 
under the company’s proposal for accelerated salaried progression schedules. 
All present 6-month intervals between steps leading to these grades would be 
changed to 3-month intervals. 

7. Better premium pay.—The company has two proposals for liberalizing the 
contractual provisions on premium pay. One proposal would pay time-and- 
a-half for the first 8 hours of a new work shift, after a temporary shift change 
with certain exceptions. Another proposal would pay double time for time 
worked in excess of 12 hours a day. The present contract calls for payment of 
double time only for work in excess of 16 hours, unless the work involves in- 
stallation or repair work off company premises. 

9 features for better pensions 

1. Better Minimums for retirement at social security age.—Beginning with 
the effective date of the settlement, employees retiring under the pension plan 
with 15 or more years of full-time credited service would receive, after the attain- 
ment of eligibility for social security, a guaranteed minimum pension of $2 
per month for each year of credited service up to 25 years. Three years from 
the effective date of the settlement, this minimum would be increased to $2.25. 

Under the company’s proposal for completely separating the minimum from 
social security benefits, the employee would receive social security in addition 
to his minimum and thus would automatically be eligible for increases in social 
security. 

Example: An employee with 25 years of service would have a guaranteed 
General Electric pension of $50 a month which, with the present maximum suvcial 
security of $98.50 would mean a guarantee minimum retirement income of $148.50 
a month. If we added to this income one-half of the social security benefits 
which the wife would receive at age 65, the combined retirement income would 
be close to $200 a month! 

Actually, of course, the retirement income of most employees retiring at nor- 
man retirement age in the future will be much higher than the minimums, since 
General Electric pensions—unlike many pension plans of this nature elsewhere— 
go up with both service and earnings. 

2. Better minimums for optional retirement before social security age.— 
Employees who retire between the age of 60 and the age when they will be 
eligible for social security (now 65) would be guaranteed during the interim 
period a minimum pension of $3 per month for each year of service up to 25 
years. Thus, the new guaranteed minimum for future optional pensioners would 
help to bridge the gap between the age of retirement and the age when they 
begin to receive social security benefits. Upon reaching social security age, 
those retiring under the new provisions would receive the guaranteed minimums 
of $2.00 ($2.25 when retiring after October 1, 1958) as described in the first 
pension feature. 

3. Better supplements for optional retirement.—All employees now retiring 
under the company’s proposed plan from the age of 60 to the age when social 
security normally starts would have supplemental monthly payments of $55 
during the interim period. This is an increase of $10 over the present sup- 
plemental payment which is, in itself, a feature virtually unknown in most plans 
of this nature. 
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These supplemental payments would be available to all employees with 15 or 
more years of credited service who now retire under the optional retirement 
plan, whether or not their retirement incomes were in excess of the guaranteed 
minimum. 

4. Better minimums for disability retirement.—Employees entitled to disability 
pensions and now retiring under the plan would receive the minimum pension 
of $3 for each year of service up to 25 years—plus the supplemental payment. 

At 15 years of service the disability income would be a minimum of $100 under 
the company’s proposal. According to the best information available, this is one 
of the highest disability minimums in any comparable industry and is 25 percent 
more than the $80 minimum in the present plan. 

At 25 years the minimum would be $130 under the company’s proposal. Since 
the disability pension—like regular pensions—can continue to go up with earn- 
ings and service the disability pension can go far beyond this $130. 

Moreover, the company’s proposal would continue the past practice of not 
reducing disability pensions more than 20 percent because of early retirement. 
This means that the reduction would be calculated as if the pensioner were age 
60, although the majority of disability pensioners are, in fact, considerably 
younger. The early reduction factor of 4 percent a year—20 percent for 5 years— 
in both optional and disability retirements is much better for the pensioner than 
is justified by actuarial determinations. 

5. Better arrangements for beneficiaries.—The company proposes to guarantee 
a 5-year pension to the beneficiaries of any employee who dies after 15 or more 
years of service under the plan. This benefit has previously been available to 
employees within the optional retirement age or to employees already on pen- 
sions, It did not apply, however, to other employees in cases of sudden death or 
in case of failure to apply for a pension for Some reason or another. Thus, the 
new proposal should be of real assistance to beneficiaries. 

This feature generally exists only in advanced contributory plans and its 
improvement now in the General Electric plan when the employee contributions 
are being substantially reduced represents a major liberalization. 

6. Better vesting privileges.—The vesting privilege, which has been a feature 
of the General Electric plan for many years but is still relatively novel in the 
pension field, would be liberalized again under the terms of this offer which 
proposes the following: employees hired up through age 25 would have vesting 
rights after 20 years of credited service; employees hired between the ages of 
25 and 35 would, for vesting rights, require 1 less year of credited service for 
each year of age at time of hiring in excess of 25; employees hired at age 35 
or over would require only 10 years of credited service thereafter for vesting. 

7. Better crediting arrangements for eligibility—It is proposed that the first 
year of General Electric service be credited for pension benefits to employees who 
join the plan promptly after their first year at General Electric. For employees 
hired within about the last 10 years under the existing arrangement, the first 
year of service is a waiting period and is not credited for pension benefits. Thus, 
the new proposal, while it does not not increase calculated pensions, would reduce 
by 1 year the eligibility period for disability pensions, guaranteed minimums, 
vesting and supplemental payments. All of these benefits would be available 
under the plan 1 year earlier than in the past for such employees. 

8. Better pension opportunities for women.—The company’s offer would raise 
the normal retirement age of women from 60 to 65, thus giving women the op- 
portunity to acquire larger pensions since the benefits increase with earnings and 
length of service. 

9. Better benefits plus protection of existing privileges for present women par- 
ticipants.—One part of the proposal which gives women the opportunity to work 
until age 65 would protect women now participating in the present plan in these 
rights: 

(a) The present optional retirement as early as age 55, with appropriate 
adjustments to take into account old and new contributions. 

(b) For those with 15 or more years of service who elect to retire before 
age 60, the present guaranteed minimum retirement income will remain 
available. 

(c) The present supplemental payment of $45 provided for optional retire- 
ment before age 60 will continue to be provided to those with 15 or more 
years of credited service. 

(d) Age 60 will continue to be the basis for calculating pensions built up to 
the date of change. 

The early reduction factor of 4 percent would apply only for each year 
of retirement prior to age 60. 
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Women with 15 years or more of service under the plan who retire at age 60 
or later would, until the date they become eligible for social security, receive the 
new minimum of $3 per month for each year of credited service under the plan. 
Likewise, these women as well as those whose regular pensions are greater than 
the guaranteed minimum, would also receive the new supplemental payment of 
$55 a month for the interim period. Then, when social security normally starts, 
the new $2 minimum ($2.25 after 1958) will be payable to those eligible. Thus, 
the new minimum retirement income for women between age 60 and age 65 would 
be $130 for 25 years of service (25 times $3 plus $55 for women who now retire 
at 60 or over—compared with the previous minimum of $125 for 25 years service. 
And, of course, these are only minimums, for pensions go up with both earnings 
and length of service. 


Three features for better life, disability benefits 


1. Better life insurance.—The company proposes to increase life insurance bene- 
fits from about 1% to 2 times straight-time annual earnings—an increase of one- 
third to a new high. This means that beneficiaries could count on roughly 2 
years of the breadwinner’s income in case of his death. 

2. Better accidental death and dismemberment insurance.—The company offer 
would raise the maximum here from a flat $2,000 to an amount equa! to straight- 
time annual earnings up to a new maximum of $20,000. This provision would not 
only considerably increase the amount available in case of dismemberment, but 
in case of accidental death, the total benefit consisting of life insurance plus ac- 
cidental death insurance would be equal to roughly 3 years’ pay. 

8. Better benefits for sickness and accidents.—The company has proposed to 
increase the maximum in this area from a weekly benefit of $40 to $85, one of the 
highest maximums in industry. New weekly minimums are also proposed of 
$32.50 (and $35 for earnings of $3,000 or more.) 


BETTER HOSPITAL, SURGICAL AND MEDICAL BENEFITS (NONOCCUPATIONAL) 


The company offer includes two alternate plans for hospital, surgical and 
medical coverage. Both plans would provide major benefits in catastrophic 
cases—the areas of greatest need. 

Obviously, broad, generous coverage must be offered under a catastrophe plan 
in order to meet its purpose. These reasons make it possible for General Electric 
to offer employees this kind of coverage : 

First, General Electric pays such a substantial portion of the total cost. 

Second, there are deductible clauses in both plans under which the employee 
assumes some of the small bills. This provision operates on the same general 
principle as the deductible clauses in car insurance, except that they may be 
applied only once in any calendar year before the person covered can begin to 
receive benefits for any “excess” expenses. 

Third, the principle of coinsurance is followed to pay the large bills; that is, 
the insurance plan takes care of the larger percentage of these bills while the 
employee pays for the smaller percentage. 

While these basic considerations are involved in both plans, there are im- 
portant differences between them. 

The first plan—the “corridor” plan—would provide initial hospital and surgi- 
eal benefits through an improved standard hospital and surgical plan; then, 
after the payment of a $100 “corridor” amount by the employee, 75 percent of 
excess expenses (whether they are “hospital and surgical” or “all other medical 
expenses”) would be paid by the plan, with payments going up to $5,000 for a 
single medical expense period (calendar year), up to $10,000 for a lifetime. 

Regardless of the type of covered expense incurred by any individual under 
the plan, he would be required to pay only one $100 amount during any calendar 
year before he would begin to receive benefits for “excess’’ expenses are covered. 
Thus, if an employee paid $80 of the “hospital and surgical” expenses and $20 
for “all other medical expenses” during a single calendar year, he would then 
begin to receive benefits for any “excess” amount as covered expenses. Ap- 
propriate maximums would apply in the same way. An employee can receive up 
to $5,000 for “excess” expenses during any 1 calendar year and up to $10,000 
for a lifetime, whether his expenses were incurred in 1 or both of the 2 covered 
categories. 

The second plan—the comprehensive medical expense plan—would, after small 
deductibles ($25 for hospital, surgical and diagnostic X-ray expenses, $50 for 
“all other medical expenses”) make payments in whole or in large part (85 
percent or 75 percent, depending on the type of expense) for all excess expenses 
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up to a total benefit of $7,500 for a single medical expense period, and up to 
$15,000 for a lifetime. 

The deductible amounts of $25 and $50 would be applied only once during any 
calendar year for each person covered, and the $25 deductible for hospital, 
surgical and diagnostic X-ray expenses: would be included in determining the 
$50 deductible for “all other medical expenses.” This means, in effect, that no 
individual under the plan would have to pay more than $50 in any calendar 
year for any combination of covered expenses before he would begin to receive 
benefits for any excess expenses. 

The higher maximums of the comprehensive plan would approximately match 
the totals of the first plan’s initial benefits plus the first plan’s benefits for 
“excess” expenses. The benefits under both plans would be available for each 
employee and each dependent, and both plans would allow reinstatement of 
maximums, upon demonstration of insurability. 

The essential difference between the two plans is this: By dropping the “cor- 
ridor” plan’s basic layer of hospital and surgical benefits (with the exception of 
maternity benefits which are the same under both plans), the comprehensive plan 
would offer broader and more flexible coverage. 


6. Better “corridor” features 


1. Better benefits for dependents.—Inasmuch as the out-of-pocket costs of a 
catastrophe are about the same regardless of what member of the family a catas- 
trophe strikes, catastrophe insurance should offer the same benefits for all mem- 
bers of the family in order to meet its objective. Therefore, the company has 
proposed these two broad approaches: 

(a) Definition of dependent: The plan would expand the present definition 
of “dependent” to include the employee’s spouse (not in the employ of the 
company) and unmarried children from birth to age 23 (providing children 
19 years old and over are not employed full time and are principally de- 
pendent on the employee for maintenance and support). 

(b) Equal benefits for dependents: Under the company’s proposal, each 
dependent would now be entitled to the same benefits as the employee 
himself. 

2. Better flexibility to meet varying local costs, conditions and practices.—One 
of the inherent problems under the standard kinds of medical insurance plans is 
that hospital costs and medical practices vary from one locality to another. In 
order to provide the required flexibility in hospital accommodations, the proposed 
plan permits employees to elect any one of three different room-and-board benefits 
specified in the plan—with appropriate adjustments of the employee’s contri- 
butions. 

A second provision for flexibility would continue the present clause providing 
for supplemental benefits to accommodate the co-called inclusive rate arrange- 
ment found in some areas of the country, such as Cleveland, where the daily rate 
includes certain charges for hospital special services. These supplemental bene- 
fits are in lieu of an equivalent amount for special hospital services. 

A third area of flexibility is the proposal to pay benefits for diagnostic X-rays 
made outside a hospital or when a period of hospital residence is not long enough 
to qualify reimbursement under the provision for special hospital services. 

3. Better hospital benefits.—Up to $910 for hospital room and board for any 
one cause plus up to $1600 for hospital extras are offered to both employees and 
dependents by the new proposal. The proposal would pay to participating em- 
ployees and their families the cost of a semiprivate room up to $13 per day for 
70 days for any cause, with options of electing maximum benefits $3 higher (to 
$16) or $3 lower (to $10) with appropriate adjustment of employee contribu- 
tions. For special hospital services, the proposal offers both participating em- 
ployees and dependents $100—-$150 at the end of 3 years—plus 75 percent of the 
next $2,000. 

4. Better benefits for hospital care for infants.—Up to $5 per day from birth 
for infant care while the mother remains in the hospital is offered in the new 
plan. In case of complications, or for hospital expenses incurred by the infant 
‘after the mother leaves the hospital, regular benefits would be paid. 

5. Better maternity coverage for employees and dependents.—The proposal 
would increase the maternity benefits for dependent wives to the same as those 
for employees—from $100 for normal delivery to $150; from $150 for a Caesarean 
operation to $225, and from up to $50 for a miscarriage to up to $75. 

In addition, new liberal provisions would be available to employees or wives for 
complications arising out of pregnancy and childbirth. The plan would pay (up 

93947—57—_—_46 
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to the plan’s maximum of $5,000) 75 percent of covered medical expenses in excess 
of the sum of the applicable benefit plus $150. 

6. Better benejits for surgical operations—Up to $250—instead of the present 
$175—is offered for fees under the plan for both employees and dependents for a 
surgical operation in or out of a hospital. 


Siz better “comprehensive” features 


1. Better benefits for dependents.—Like the corridor plan, the comprehen- 
sive plan expands the definition of a “dependent” and makes benefits available to 
them on an equal basis with the participating employee. 

2. Better flexibility to meet varying local costs, conditions and practices.—The 
comprehensive plan provides coverage for almost all types of medical expenses 
which are reasonable and necessary. The initial deductibles in the comprehensive 
plan permit the maximum amount of flexibility for the money in tailoring the 
benefits to meet individual needs. 

3. Better hospital room and board benefits —There are practically no rigidly 
imposed limits on any reasonable and necessary hospital room and board expenses 
included in the coverage of the plan. For example, if the normal semiprivate 
room rate in a particular locality were $20, the whole amount could be included 
in the covered medical expenses. 

4. Better benejits for hospital care for infants.—Here again, the expenses that 
may be included in the coverage are only limited by the definition of “reasonable 
and necessary.” If, for example, the normal hospital nursery charges were $10 
daily, this amount could be included in the covered medical expenses. 

5. Better maternity coverage.—The benefits here would be the same as those 
available under the corridor plan, including the liberal provisions covering medi- 
cal or surgical complications, 

6. Better benefits for surgical operations.—There is no fixed surgical schedule. 
Thus, there is no limit beyond the bounds of what is reasonable and necessary 
to surgical expenses which may be included in covered medical expenses. 


Two features for more-for-the-money insurance benefits 


1. Better benefits for the employee’s money.—Because General Electric would 
pay such a substantial portion of the total cost of the whole insurance plan, and 
because of the deductible and coinsurance features in either plan for medical 
expense coverage, employees would get more and broader coverage for their con- 
tributions. For all personal benefits, employee contributions would be set at 0.9 
percent of normal straight-time earnings. For all dependent benefits, the em- 
ployee would contribute an additional 2 percent of the first $5,000 of annual 
straight-time earnings. Under the corridor plan, these contributions would be 
adjusted upward or downward if the employee exercised his option to vary his 
hospital room and board benefits. 

The present additional employee contributions for the purchase of paid-up life 
insurance which begins at age 55 (50 for women) would no longer be required. 

2. Better benefits for pensioners at no cost to them after age 65.—Up to $1,500 
(instead of the present maximum of $500) for hospital and surgical benefits after 
age 65 would be available to any General Blectric pensioner with 15 years of serv- 
ice who has contributed to the General Electric insurance plan for as many of the 
immediately preceding years as he was eligible. 

The program would also provide hospital and surgical benefits to any GE 
pensioner with more than 10, but less than 15, years of service, if he had con- 
tributed to the General Hlectric insurance plan as long as eligible in the 10 years 
just prior to age 65. Up to $1,000 in benefits would be available to him. 

For the first time, wives of pensioners eligible for the foregoing hospital and 
surgical benefits would be covered, but the combined benefit to husand and wife 
could not exceed the specified maximums. 


Fiwe new features for better miscellaneous improvements 


1. Better vacations.—The company is offering two alternative improvements in 
vacations: (1) employees with more than 10 years but less than 15 years of serv- 
jee would receive an additional one-half week of paid vacations making a total 
of 214 weeks, or (2) employees with 11 years of service would acquire an extra 
day of vacation for each year of service up to a total of 3 weeks for 15 years of 
service. 

2. Better holiday pay for continuous operations.—Under the company’s pro- 
posal eligible employees on continuous operations would be assured of 7 paid 
holidays a year, even though 1 or more of the holidays should fall on the 
employee's day off. 








WELFARE AND PENSION PLANS LEGISLATION 699 


8. Better allowances for jury duty.—The company proposes to pay hourly em- 
ployees, regardless of length of service, the difference between straight time 
hourly earnings and fees for jury duty. Salaried employees, regardless of length 
of service, would receive their normal salary and the jury duty fee. 

4. Better recall rights for long-service employees.—The company proposes to 
extend the recall rights from 1 year to 18 months for employees with 5 years’ 
continuity of service and to 2 years for employees with 10 years’ continuity of 
service, 

5. New payments for death-in-family absences—The company will pay for the 
time lust by any employee, up to 3 days, because of a death in his immediate 
family. 


Your SHARE IN THE GENERAL ELECTRIC EMPLOYEE BENEFIT PLANS AS OF DECEMBER 
31, 1954 


1 PENSION PLAN 


Our records show that as of December 31 1954, you were (were not) participat- 
ing in the General Electric Pension Plan. An estimate of your retirement income 
at normal retirement age is presented below in detail. It is based on the assump- 
tion that your earnings will remain at their December 31, 1954, level and that you 
will continue to contribute to the General Electric Pension Plan until normal 
retirement, As your pay is increased your pension would increase. 


A. Your annual General Electric pension built up as of December 31, 1954: 
1. For service prior to September 1, 1946 (Paid for entirely by the 
Company) 
2. For service after September 1, 1946, to December 31, 1954 
(Paid for by you and the company) 

B. Your annual pension for service after Decmber 31, 1954—assuming 
that your earnings will remain at their December 31, 1954, level and 
that you will continue to contribute to the General Electric Pension 
Plan: 

1. Your annual earning rate, excluding overtime, at 
December 31, 1954, was 
2 You are contributing: 
2 percent of the first $4,200 
5 percent of the excess $ 
Thus your total contributions each year based on 
this rate will be 
. The number of years until you reach normal re- 
tirement (age 65 for men, age 60 for women) is____ $ 
. Your total future contributions (item 2x3) would be $ 
. Your estimated annual pension for service after 
December 31, 1954, based upon these contributions 
(40 percent of item 4), would be 


C. Thus your total estimated annual General 4*%9¢ 6 | During | ounes 
Electric pension starting at normal retirement 60 to 66 
age would be (A.1 plus A.2 plus B.5) 
D. Supplemental payment to age 65 to employees 
with 15 or more years of credited service 
E. It is assumed that at. age 65 you will be eligi- 
ble to receive social security benefits’ esti- 
mated at approximately 
F. If the total of items C and D or C and E is 
less than the guaranteed minimum an addi- 
tional payment will be made. In your case 
it would be 
G. Thus your total annual retirement income is 
I NG Witte ck rasta anae nates Mics ataanimed 
which, on a monthly basis, would be____- caiadacede 


ieicavechane 
Our records show that you have designated 
If this record is not correct, please contact your payroll office. 


1If you are a married man, your wife’s Social Security benefit, when she reaches 65, 


— be one-half that of yours. Consequently, your retirement income would be increased 
at that time, ; 
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A participant in the General Electric Pension Plan may retire within five years 
before normal retirement age. However, in this event, the pension will of course 
be smaller because contributions would be made for a shorter time and the pen- 
sion would be payable for a longer period. For details of the Plan consult the 
General Electric Pension Plan booklet. 


2. INSURANCE PLAN 
Employee coverage 


Our records show that as of December 31, 1954, you were (were not) partici- 
pating in the General Electric Insurance Plan for employees. 


At December 31, 1954, your life was insured under this plan for____- Oe een 


Our records show that you have designated___._.__________ as your beneficiary ; 
if this record is not correct please contact your payroll office. 

In addition you were insured for the following benefits under the plan which are 
described more completely in the General Electric Insurance Plan booklet: 


Accidental death or dismemberment____....----.._-_---__--_-__- $2, 000 


Weekly sickness and accident benefits : 
Nonoccupational=-<2.2-2 


Up to 26 weeks 
(Salaried employees—$15 weekly up to first 
20 days and above amount thereafter for 
26 weeks) 


Occupationéal. 22 252 00k Amount, if any, by which nonoccupa- 
tional benefits exceed Workmen’s Com- 
pensation weekly benefits. 


Hospital room and board__~-----=----. Up to daily semiprivate room rate to 
$10, maximum of $700. 

Special hospital services__.-._.---__-_-- Up to $100 in full plus 75 percent of the 
next $2,000. 

Surgical fee schedule____.._._.____-_____. Up to $175. 

Physicians attendance_-____-____ "fens Up to $3.00 per day ; maximum of $175. 

eee. Pent Normal Delivery, $150. Caesarean, 


$225. Miscarriages, up to $75. (Jf 
complications—regular hospital benefits 
after 10th day.) 


Note.—If you work in California, New Jersey, New York, or Rhode Island and have not 
joined the Insurance Plan, you are eligible only for the benefits required by the State Law. 


Dependent coverages 
Our records show that as of December 31, 1954, you were (were not) a member 
of the Plan providing coverage for eligible dependents. 


Briefiy, the benefits are: 


Hospital room and board __-~--. Up to daily semiprivate room rate to $10 
per day ; maximum of $700. 

Special hospital services_._._____-~ Up to $100. 

Surgical fee schedule____-_____-__ Up to $175. 

Maternity veseins..—-=----2_.----— Normal Delivery, $100. Caesarean, 


$150. Miscarriage, up to $50. 






3. SAVINGS AND STOCK BONUS PLAN 


Our records show that as of December 31, 1954, you were (were not) a member 
of the General Dlectric Employees Savings and Stock Bonus Plan 


You had on deposit with the Company under the Plan on December 
31, 1954, U. 8S. Savings Bonds, Series E, having a maturity value of $ 

As of December 31, 1954, the stock bonus earned or contingently 
credited to your account in General Electric common stock con- 

tributed by the Company amounted to_______--_-____________-~ ; 


Your account had been credited at December 31, 1954, for accumu- 
lated income on the stock bonus representing your share of the 
earnings of the Trust during the years 1950 through 1954 amount- 


NotTe.—tThe above totals include any U. S. Savings Bond purchased in 1949 under this 
Plan, the stock bonus on these bonds. and income applicable to that stock bonus, all of 
which were delivered to you earlier in 1955. 
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4, OTHER BENEFIT PLANS 


There are other General Electric Employee Benefit Plans such as the General 
Electric Educational Assistance Program and the Suggestion Plan. Additional 
employee benefits include paid vacations, military duty allowances, payments for 
observed holidays, and employee sales at reduced prices. The Company pays all 
the costs of the benefits which employees receive for Unemployment Compensa- 
tion (except for a small portion of the costs in two states), and under Work- 
men’s Compensation, for occupational accidents or illness. In addition the Com- 
pany pays to the Federal Government the same amount of Social Security taxes 
as are paid by employees. 

We have tried to provide correct data in this report. However, if you have any 
questions, consult your supervisor. 
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EMPLOYEE COMPENSATION SERVICE, 
NEw York, May 7, 1957. 
To: Department general managers and managers, service managers. 


Later this month, statements which will provide for each pension-plan parti- 
cipant basic information as to his own financial stake in that plan will be sent to 
each department by accounting operations, Schenectady. 

These statements will come to you complete, with no local processing by your 
department being required. Consequently, it will be necessary only for you to 
arrange to deliver to each participant his individual statement. The delivery of 
these statements provides an excellent opportunity which, undoubtedly, you will 
wish to utilize in making employees aware of the importance of the pension plan 
to them. 

The statements, as indicated on the attached copy, will show for each partici- 
pant: 

1. Total amount of annual pension credited for service up to September 
1, 1946, if any. 

2. Total amount of annual pension credited from September 1, 1946, or 
date on which participation began, if later, to December 31, 1956. 

3. Total amount contributed under the plan from September 1, 1946, or 
date on which participation began, if later, to December 31, 1956. 

4. Amount of annual pension credited during 1956. 

5. Amount contributed under the plan during 1956. 

As you will notice, it also provides space for each participant to estimate his 
own pension at age 65. 

It is strongly recommended that you arrange for personal delivery of the state- 
ment to each employee by his superviser. It appears desirable to accompany each 
statement with a letter to the employee. There is also enclosed a suggested draft 
of the letter that you might wish to use as a guide in preparing this letter to your 
employees about the statements. 

It is also recommended that well in advance of the delivery, a brief training 
program on the fundamentals of the pension plan be given every supervisor 
who will be involved. Material for such a brief refresher course entitled “High- 
lights of the General Electric Pension Plan” is enclosed. Thus, together with 
the explanation of the individual information on the form and of the way to 
make the projected pension calculation, should make it possible for each of your 
supervisors to provide assistance to his employees if they desire it. 

It may be desirable to furnish each supervisor with a copy of the manage- 
ment checklist (ERB-79) to have available for reference on the pension plan 
or on other plans. These can be ordered from Interplant Stationery Ware- 
house, Schenectady. Preparation of any other material such as General Elec- 
tric News articles, displays, enlargements of the forms for teaching purposes, 
etc., may be arranged locally at your discretion. 

If you wish further help, your employee compensation field consultant will 
be glad to be of assistance. 

Enclosures. 

E. 8S. WIL1Is. 


MATERIAL FOR USE IN DISTRIBUTING YouR SHARE IN THE GENERAL ELECTRIC 
PENSION PLAN 


(1) Suggested draft of letter from department or service manager to em- 
ployees. 

(2) Highlights of the General Electric pension plan. 

(3) Explanation of information on Your Share in the General Electric Pen- 
sion Plan. 


SUGGESTED DRAFT OF LETTER FOR DEPARTMENT OR SERVICE MANAGERS TO HAVE GIVEN 
TO THEIR EMPLOYEES WITH YOUR SHARE IN THE GENERAL ELECTRIC PENSION PLAN 


Dear FELLOW EMPLOYEE: Planning for the future is an individual responsibility 
for each one of us. Your interest in your own future is indicated by your par- 
ticipation in the General Electric pension plan as a portion of your preparation 
for the future years. 

In order that you may relate the part that your General Electric pension will 
bear toward your total retirement income, including your anticipated social- 
security benefits and income from your personal savings, you are being given 
herewith a slip entitled, “Your Share in the General Electric Pension Plan.” 
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On this slip you will find the amount of the annual pension that has been 
ereditd to you because of your service before September 1, 1946 (if you had a 
year of service on or before that date), and the amount of annual pension credited 
to you for service since. September 1, 1946 (or from any later date on which you 
began participating), up to December 31, 1956. 

You will be interested, too, in the amount of your contributions during 1956 
and in the amount of lifetime annual pension from age 65 accumulated in your 
behalf by your contributions and those of the company. 

If you want to estimate what your pension might be when you reach 65, you 
may use the portion of the slip entitled, “Estimate of Annual Pension,” to make 
such an estimate. If you are approaching retirement age, your estimate may be 
fairly close, but, of course, if you are quite young, it will be less accurate be- 
cause of estimating so many years ahead. 

If you need any help in making this estimate, in understanding the figures, 
or if you have any questions about the pension plan, your supervisor will be 
glad to assist you. 

The pension plan is one of several important elements in the General Elec- 
tric program of employee benefits. Among the others are: 

Life Insurance, amounting to two times your normal straight-time annual 
earnings. 

Accidental death or dismemberment insurance amounting to your normal 
straight-time annual earnings for loss of life in addition to life insurance. 
For loss of 1 hand, foot, or sight of 1 eye, in 1 accident, this feature will 
provide one-half year’s straight-time pay up to $10,000; and for loss of 2 or 
more such members, in 1 accident, 1 year’s straight-time pay up to $20,000. 

Weekly sickness and accident benefits amounting to 50 percent of normal 
straight-time weekly earnings, up to a maximum benefit of $85 per week. 

Comprehensive medical expense benefits (for most employees—a few 
have basic and extended benefits with a lower maximum) up to a maximum 
of $7,500 in a calendar year. 

Savings and stock bonus plan. 

Vacations with pay. 

Holidays with pay. 

It is my sincere hope that as a result of this information that is being given 


you, you will have a better understanding of the pension plan that the company 
is making available to you to aid in your planning for the future. 
Very truly yours, 


HIGHLIGHTS OF THE GENERAL ELECTRIC PENSION PLAN (A BRIEF REVIEW OF 
IMPORTANT FEATURES) 


Each employee who is participating in the General Electric pension plan will 
soon receive a statement showing his financial stake in the plan at the end of 
1956, and a simple form for estimating his pension at normal retirement age. 

The distribution of these statements provides an additional opportunity for 
each manager to make certain that all of his employees fully understand and 
appreciate the value of our pension plan and the provision it makes for their 
future. Many questions will undoubtedly be raised by the participants and 
it may be quite appropriate, and certainly worthwhile, to provide your super- 
visors with the following information on the plan as refresher material so they 
will be able to answer readily most of these questions. 

Companywide participation was 96 percent at the end of 1956. Let’s take full 
advantage of the excellent opportunity provided at this time to develop these 
contacts and a fuller appreciation of this employee benefit. 

The outstanding provisions of the plan are shown below and brief commentary 
on each of these provisions follows: 

1. Pension provision through pension trust 
2. Employee contributions and amount of pension 
3. Credited service 
4, Normal retirement age 
5. Optional early retirement 
. Supplemental payment up to social-security age 
. Disability pension 
. Minimum retirement income 
. Vested rights 
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10. 5-year guarantee 
11. Money-back guarantee 
12. Survivorship option 
Particular attention is called to page 11 which draws attention to the cost of 
outside annuities for men at age 65, and which brings home a value comparison 
that is often not realized in our promotion programs. 


Pension provision through pension trust 


The General Electric pension plan is a well-established plan, in fact, it was one 
of the pioneer plans in American industry—having been started in 1912—45 
years ago. 

The General Electric pension plan is financially sound for it is backed by a 
pension trust which assures payment of benefits despite what might happen to 
the company in the future. 

No part of the several hundred million dollars now in the pension trust can 
be used for any purpose other than paying benefits under the provisions of the 
plan, and that money can never revert to the General Electric Co, 

You may have seen the ad that appeared recently in various General Electric 
News showing the assets and investments of the trust. At the end of 1956 this 
trust fund totaled over $717 million. The assets are conservatively invested by 
experts—9 percent of the investments were in Government bonds, 55 percent in 
corporate bonds and notes, 30 percent in common stocks, about 5 percent in real 
estate and a little under 1 percent in miscellaneous items. 


Employee contributions 


Presently 1 percent of the first $4,200 of annual compensation, plus 4 percent 
of the amount over $4,200; and these will be reduced on October 1, 1958, to 
nothing on the first $4,200 of annual compensation and to 3 percent of the amount 
over $4,200. 

No contributions were required for credited service prior to September 1946. 
Contributions to December 31, 1956, are shown on the employee’s statement 
together with the amount of his pension annuity calculated to that date. 

Credited service 

By credited service, we mean the service accumulated while an employee is 
making contributions to the pension plan, plus certain types of limited absences 
allowed by company rules when credited service is also granted. Credited service 
is important in determining eligibility for several types of pension benefits, as 
indicated later. 

Those employees with one or more years of service prior to September 1946, 
automatically receive credit for this prior service, whether or not they enrolled 
in the amended pension plan. For service after September 1946, credited service 
includes all periods during which contributions have been made. Contributions 
cannot be made during the first year of service, but those who were members of 
the plan on August 14, 1955, as well as those who later enrolled promptly (within 
90 days) after completing their first year of service automatically receive credit 
for this first year of service. 

After October 1958, when no contributions will be required on the first $4,200 
of compensation, credited service will be granted—if the employee enrolls in 
the plan—just as if he were making contributions. Naturally, if his compensa- 
tion is over $4,200 per annum, he must contribute to gain credited service. 

It will be noted, therefore, that those employed prior to September 1946, have 
eredited service consisting of two parts: (1) that service prior to September 
1946, referred to as “past service,” and (2) those years accumulated beginning 
with September 1946, while contributing to the present plan, referred to as “future 
service.” 


Normal retirement age 


Since 1946, age 65 has been the normal age at which to retire (referred to in 
the plan as “Normal retirement age”). One of the strongest points in favor of an 
established retirement age is that we know in advance when we will retire and 
therefore have ample time to prepare for that day and the years which will follow. 

To apply any yardstick other than age creates real problems in human relations. 
The fine degree of discretion required to determine who should retire and who 
should not under a flexible system creates situations that may be difficult for 
employees affected (and their families and associates) to understand, whereas 
with a fixed retirement age, an individual needs only to point to the fact that 
he has reached that age and does not have to try to explain why he is no longer 
able to carry on his job. 
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Under the General Electric pension plan, the employee who has attained his 
65th birthday is retired on the first of the next month, For example, the em- 
ployee whose 65th birthday is in November will be retired on December 1, 

The retired employee continues to draw his pension for as long as he lives. 

(Should he die within 5 years after his retirement, his beneficiary will receive 
pension payments for the remainder of the 5-year guaranty period.) 

Annuity mortality tables show that the average life expectancy of a man at 
65 is 14.4 years; so, on the average, he can expect to be living and receiving his 
pension for more than 14 years. In the case of a woman retiring at 65, the life 
expectancy is even greater—17.5 years. 


Optional early retirement 


The optional retirement age under our plan is 60, and any participating em- 
ployee who has reached that age may elect to retire on the first day of any month 
thereafter. 

The employee who takes advantage of this feature will, of course, have a 
smaller pension due to the fact that he will have contributed a smaller amount, 
and because he will receive his pension for a longer period of time, a further 
reduction is necessary. Briefly, by way of compensating for this longer payment 
period, the plan provides that the pension be reduced by one-third of 1 percent 
for each month that retirement takes place prior to the normal retirement date. 
This is-4 percent a year and is actually lower than the 6 to 8 percent reduction 
which actuaries say is actually needed to compensate fully for the longer pay- 
ment period. 

It should be noted that women who were participating in the plan on August 14, 
1955, can retire as early as age 55, but there are larger reductions on pensions 
built up after that date if they retire before 60. 


Supplemental payments 


In cases of optional early retirement, the employee may not be eligible for 
old-age social security benefits. In such cases, the pension plan provides for a 
supplemental payment at the rate of $55 ($45 for women who were participating 
in the plan on August 14, 1955, and who retire before age 60) per month to age 
65 provided the participant had 15 or more years of credited service at the time 
of retirement. 

Since the Social Security Amendments of 1956 provide that women may be- 
come entitled to reduced old-age insurance benefits, if otherwise qualified, upon 
reaching age 62, the General Electric pension plan was also amended to provide 
supplemental payments to eligible women employees who retire on optional pen- 
sion, either until age 65 or until these reduced old-age benefits are elected, if they 
elect to take social security before age 65. 

Disability pension 


After having 15 or more years of credited service, anyone who is participating 
in the plan and who, prior to his normal retirement date, becomes totally and 
permanently disabled, will receive a pension for life (or for the duration of the 
disability if it should cease before age 60). 

Disability pensions are computed like a normal pension, but based on compen- 
sation during the years of participation in the plan, then reduced by one-third 
of 1 percent for each month prior to the normal retirement date, but in no event 
by more than 20 percent. 

Disability pensioners also receive the supplemental payment until age 65. 
They may receive social security disability benefits in addition to their General 
Electric pension and supplemental payment (unless at 62 or later than a woman 
elects to change her social security from disability to an old-age benefit which 
would, as indicated above, result in termination of her supplemental payment). 


Minimum pensions 


There is provision in the plan for additional payments where necessary in or- 
der to bring an employee’s pension up to a guaranteed minimum amount. While 
most employees, on account of higher earnings and longer service, get more than 
the minimum pension, it is well to know how this minimum provision operates. 

For those retiring after August 14, 1955, with 15 or more years of full-time 
credited service and who reach the age of 65 before October 1, 1958, the guar- 
anteed minimum, after age 65, is $2 a month for each year of such credited 
service up to 25 years. However, for those who reach age 65 on or after Oc- 
tober 1, 1958. the minimum, after age 65, is $2.25 a month per year of service 
up to 25 years. 
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For those retiring on optional or disability pension with 15 or more years of 
full-time credited service, the guaranteed minimum pension is $3 a month for 
each year of such service up to 25 years, subject to adjustment on attainment 
of age 65 or upon earlier election to receive reduced old age social security bene- 
fits, to the $2 or $2.25 minimum above. 


Vested rights 


Under this provision it is possible for an employee who leaves the company 
after 20 years of credited service, or 10 years of credited service commencing 
on or after attainment of age 35, to leave his money in the trust and receive a 
pension upon reaching retirement age. Once having acquired the necessary cred- 
ited service, he can leave the employ of the company for any reason and still take 
advantage of this vested right provision. 

Under the provisions of the pension plan as revised August 15, 1955, an em- 
ployee acquire a vested right to a pension with from 10 to 20 years of credited 
Service as follows: 


Years of credited Years of credited 
If credited service service needed Jor | If credited service service needed for 
commences at age—  "°*ting rights commences at age—Con. °@*ting rights 


35 or older 29 
34 


He may, at the time he leaves or within 6 months thereafter, elect to have his 
pension commence at any time after he reaches optional retirement age. Such 
an election is irrevocable. If he makes no election to have his pension start 
earlier, it will start at normal retirement age. 

An employee taking his vested rights will no be eligible to receive a disability 
pension or supplemental payment, nor will he be eligible for a guaranteed mini- 
mum. However, if he dies prior to age 60 (or age 55 in the case of a woman 
employee who was participating in the plan on August 14, 1955), his contribu- 
tions, plus interest, will be paid to his beneficiary. If he has reached age 60 
(or age 55 in the case of a woman employee who was participating in the plan 
on August 14, 1955), and dies before pension payments have started, his bene- 
ficiary will receive the 5-year guaranteed payments. If pension payments have 
started and he dies within 5 years, his beneficiary will, of course, receive the 
pension for the remainder of the 5 years. 
5-year guaranty 

When a participating employee has 15 or more years of credited service or 
reaches the optional retirement age of 60, his pension payments (not including 
the supplemental payment or additional payment, if any) are guaranteed for a 
total of 5 years, even though he may die. 

Thus, if an employee dies prior to retiring, after 15 years of credited service, 
the pension calculated on the basis of his service to the date of death, reduced 
by 4 percent a year—but by no more than 20 percent—would be paid to his bene- 
ficiary for five years. If an employee whose pension plus supplemental pay- 
ment was $105 a month retired at age 60 and died at the age of 62, his beneficiary 
would receive $50 a month ($105 minus the $55 supplement) for the next 3 
years following his death. 

This is a substantial and very valuable part of the pension plan. 


Money-back guaranty 


This is a guaranty that either the participating employee or his spouse is 
assured of getting back either through refund or the 5-year guaranty, at least 
his total contributions, plus intrest—whether he leaves the company or dies. 
Under the 5-year guaranty the employee receives back more than double his 
contributions. If the employee is not eligible for the 5-year guaranty, the con- 
tribution refund is made (plus earned income on his contributions). 

An employee can name any beneficiary he wishes. 

The only exception possible to the above guaranties would be a case where 
an employee had elected the survivorship option, and both he and his wife died 
shortly after his retirement. 
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Survivorship option 


The survivorship option permits an employee to elect to have a reduced pen- 
sion continued to his spouse for as long as she may live after his death following 
retirement. Obviously, the pension will be somewhat smaller because it will 
usually be paid for a longer period of time, being payable for the lifetime of 
which ever of two people lives the longest. 

This election may be made with the consent of the pension board— 

1. At the date of retirement and subject to company medical examination, 
or 
2. Prior to retirement and without company medical examination, subject 
to the following rules: 
(a) Atleast 2 years prior to normal retirement date, 
(b) To be effective at normal retirement date, and 
(c) To be irrevocable, except that the death of the employee or his 
spouse prior to his normal retirement date will nullify the election. 

The employee may elect either— 

(a) To accept a reduced pension so that the spouse will receive an amount 
equal to the reduced pension paid to him during his lifetime, or 

(bv) To accept a reduced pension (but not reduced as much as in (@)) 
so that the spouse will receive an amount equal to one-half of the reduced 
pension paid to him during his lifetime. 

The exact reductions are based on the age of the employee and the spouse. 
If a man who retired and his wife are both 65, the monthly pension would be 
reduced under (@) to 73.7 percent (which continues to the wife), under (b) to 
84.9 percent, of which one half would continue to the wife after the death of 
the pensioner. 

No supplemental or additional payments otherwise payable to the retired 
employee will be paid to the surviving spouse. 


THE VALUE OF A GENERAL ELECTRIC PENSION 


We often fail to realize just how much a General Electric pension is worth. 
Let us assume that a man begins his participation in the pension plan on October 
1, 1955, and that his earnings are at the rate of $6,000 per year. He will con- 
tribute to the plan at the rate of $114 per year for 3 years until October 1, 1958, 
when the contribution rate will be reduced to $54 per year. We are assuming, 
for simplicity, that he will continue to earn $6,000 throughout his entire career. 

Let us assume further, that our example was 35 years old when he started 
to participate in the plan and that he will work 30 years and retire at age 65. 

During the 30 years he will contribute a total of $1,800 (which averages $60 
per year) to the General Electric pension plan for which, together with much 
larger contributions by the company, he will receive upon retiring at 65, an 
annual pension of $2,088. Over the normal life expectancy of 14.4 years he would 
receive approximately $30,000. All this for an investment of $60 per year for 
30 years. 

How much would an annuity of $2,088 cost outside? According to a large 
insurance company, such an annuity with a 5-year certain provision to make it 
equivalent to a General Electric pension would cost about $27,560. To accumu- 
late enough money to purchase an annuity of this amount over a period of 30 
years with interest compounded annually at 3 percent would require annual 
deposits of about $560 compared with $60. This is an advantage of $500 per 
year for the General Electric plan over a self-administered saving and annuity 
plan. 

The following table illustrates the annual advantage of the General Electric 
pension plan over a self-administered saving and annuity plan (at 3 percent) 
for various levels of annual earnings and years of participation. 


Years of participating service 
Annual earnings 





15 20 25 30 | 35 40 
Ieahialigi Rabie aca a a eee a a aes ae sites 
| | | 
$4,000- e Se ee : $322 $299 | 276 | $254 | $234 $214 
eae 2 653 | 600 | 550 | 500 457 | 416 
$8,000 _- : i ‘ 1,002 | 919 838 763 | 691 | 625 
$10,000___- . ; 1,351 | 1, 237 1,128 | 1,024 | 926 834 
$15,000 : 2, 224 | 2, 032 1, 850 1, 677 1, 543 1, 361 
$20,000 | 3, 097 2, 828 | 2, 572 2, 329 2,101 | 1, 886 
' 


' | 
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An easy method to demonstrate the approximate value of a pension at age 65 
is to multiply the annual pension by $13.20 for a man or $15.30 for a woman to 
get approximate amount that would be required to buy an annuity comparable 
to the pension. (For example, the $2,088 above times $13.20 equals a cost of 
$27,561.60) 


EXPLANATION OF INFORMATION PRINTED ON THE FORM, FOR THE GUIDANCE OF 
SUPERVISORS WHO DISTRIBUTE THE FORMS TO THEIR EMPLOYEES 


While the information on the form, Your Share in the General Electric Pen- 
sion Plan, appears to be self-explanatory, the following additional comments 
may be helpful to supervisors in answering questions asked by their employees. 

The items of basic information are numbered from 1 to 5 as shown on the 
following facsimile of the form: 
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Item 1 is the amount of the annual pension that has been credited because of 
service before September 1, 1946 (for employees who had a year of service on 
or before that date). It should be noted particularly that this portion of the 
anticipated pension has been provided entirely at company expense. This por- 
tion of the pension is often called the past service annuity. 

Item 2 is the amount of annual pension credited for service after September 
1, 1946 (or from any later date on which you began participating) and up to 
December 31, 1956. This portion of the pension is provided jointly by employee 
contributions and those of the company, and is called the future service annuity. 

You should note in particular that the amounts in items 1 and 2 are annual 
amounts and if an employee retires at age 65, he will receive a pension at the 
rate of the sum of these two amounts each year for the remainder of his life. 

Item 4 shows that part of the annual pension shown in item 2 which was 
eredited during 1956, and item 5 shows what the employee contributed in 
1956. Here again, you should note that the amount in item 4 (which is included 
in item 2) is an annual amount to be paid each year for life, beginning upon 
retirement at age 65. Item 3 indicates the total employee contributions since 
ooo 1, 1946, or from date of participation, if later, through December 
31, 1956. 

If one of your employees wants to estimate what his pension might be when 
he reaches 65, he may use the portion of the slip entitled, “Estimate of Annual 
Pension, as shown below to make such an estimate. It is advisable for you 
to offer to help him get the appropriate items entered in the proper spaces and 
in making the simple calculations necessary to arrive at the estimated pension in 
line F on the slip. 
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If your inquiring employee is approaching retirement age, the estimate may 
be fairly close, but, of course, if he is quite young, it will be less accurate be- 
cause of estimating so many years ahead. 

The estimate, arrived at in this manner, is not good for retirement earlier 
than age 65. If one retires before 65, the pension would be reduced by two 
factors: (1) the reduction because of the longer period over which payments 
would be received, and (2) the fact that because of the shorter period of 
participation, pension credits would not be built up during the years after re- 
tirement and before 65. 


How Your GENERAL ELECTRIC PENSION Trust HELPS PROVIDE AND PROTECT 
RETIREMENT INCOME 


A report to General Electric employees 


Because so many members of the General Electric family are participants in 
the pension plan, the following information supplied by the trustees concerning 
the operation and status of the General Electric pension trust will be of interest 
to all employees. 

The trust, which is 30 years old this year, had assets at December 31, 1956, 
amounting to $717,211,490 invested in a number of different types of securities 
and in a broad range of industries as shown in the summary below. 

The accounts and records are audited every year by Peat, Marwick, Mitchell 
& Co., certified public accountants. Their examination of the trust records was 
made as of September 30, 1956, at which time the assets of the trust were $690,- 
466,614, as indicated in the balance sheet and certification shown below. 

Towers, Perrin, Forster & Crosby, Inc., the independent actuaries, who review 
annually the calculation of liabilities of the pension trust, have reported as 
follows with regard to their opinion of the trust’s status in this respect as of 
December 31, 1956. 

“The calculations were performed in accordance with procedures developed 
with our assistance and having our approval and it is our opinion that the re- 
sults, based upon the employee data prepared by the General Electric Co., are 
substantially correct, both arithmetically and theoretically, and represent rea- 
sonable appraisals of the costs of the plan.” 

At the end of 1956 there were 16,425 pensioners on the Pension Trust roll of 
whom 13,650 were men and 2,775 were women. During 1956, 2,346 employees 
retired. 

Of those who retired in 1956 and who are on the regular monthly roll, the 
average age at retirement was 62.3; the average length of service, 26.8 years. 
oon average monthly payment under the plan (exclusive of social security) was 

53. 
General Electric pension trust balance sheet Sept. 30, 1956 


ASSETS 
Investments: 
U. 8S. Government obligations, at amortized cost (market 


hice Micah ae Secs cmebe icithehiedp inal cam acaba oxic $67, 962, 625 
Corporate and other obligations, at amortized cost (market 

eee ceasarerenpeieuponm ob eiiioe 391, 108, 727 
Common stocks, at cost (market $252,034,386)_.........______ 187, 933, 044 


Other investments : 
Land, buildings, and leaseholds, at amortized 


eis ee Rg ali casicen ete ip cinmeesins $28, 978, 203 
I i  ecipesienaiones 4, 988, 568 
—————_ 33, 966, 771 
680, 971, 167 
I a a esearch Stumpruealie panes 3, 145, 165 
Beer cece OR Peres... 2... wee 4, 550, 282 
Contributions receivable from participating employees—estimated__ 1, 800, 000 


690, 466, 614 
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General Electric pension trust balance sheet Sept. 30, 1956—Continued 


LIABILITIES AND PARTICIPANTS’ EQUITY 

Pensions payable $24, 484 
ee SONNEI ooo cciceecis acti sons etter tenie-aeheaeediinrenrraend ame 924 
Rentals received in advance 51, 529 
Participants’ equity (see note) : 

Liability for pensions granted $141, 186, 027 

General reserve—available for pensions to par- 

ticipants not yet retired 


690, 389, 727 


690, 466, 614 


Notpe.—The liability for pensions granted is caleulated by the use of tables prepared by 
the trust’s actuaries. The unfunded pension liability of the Darcie companies in the 
General Electric pension trust, Sato calculated, at Dec, 31, 1955 (date of the latest 


valuation), was estimated te be $58 000 after deducting payments made in 1956 ap- 
plicable to 1955. 


Summary statement of industries represented in the investment portfolio of 
General Electric pension trust as of Dec. 31, 1956 


Percent of 
Government bonds: total portfotio 
United States 
Canadian Provincial issues 
Corporate bonds and notes: 


Industrial 
International bank 
Railroad equipment 
Real estate (properties purchased from other companies and leased back 


Building 
A eee ere Se ae a ied sccmenentceediiion maatileiraasell 


4 
9 
3 

-4 

2 

.5 
7 

5 

9 

.6 

.6 

.0 

4 

2 

-9 

.0 

.3 

.0 

5.3 

3 

.6 

5 

sak 

.0 


Total 


An individual report showing the amount of your contributions and the amount 
of pension which has been accumulated on your behalf as of December 31, 1956, 
through your contributions and those of the company will be provided for all 
employees participating in the General Electric pension plan soon. This individ- 
nal report will enable you to estimate your pension at normal retirement age 


(65) if you remain with the company at your present rate of earnings until 
you reach that age. 
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PLANS THAT CONTRIBUTE TO JOB SATISFACTION AT GENERAL ELECTRIC 


Employee compensation and benefits costs applicable to sales in 1954 were 
$1,119.9 million. Details are included in the financial review on page 23. The 
plans described here are examples of 23 benefit programs which the company 
helps support in the interests of its employees. 

Pension plan: The company has been a pioneer in the pension field, having 
established its plan originally in 1912. The increases in social security during 
1954 were passed on to those pensioners retired under the former plan or re- 
ceiving the guaranteed minimum, most of whom under the terms of the plans 
would not otherwise have received this increase. Those pensioners who retired 
before social security became effective were given an equivalent increase. On 
December 31, 1954, 193,000 employees (94 percent of those eligible) were con- 
tributing participants in the plan. Payments to retired employees during the 
year totaled $14.8 million, and at the end of 1954 payments were being made to 
15,621. Assets of the pension trust at the end of 1954 totaled $570,080,020. 

Hospitalization and. surgical insurance up to a maximum of $500 during their 
retirement years is provided to eligible retired employees without cost to them. 

Insurance plan: Total cost of the company’s insurance plan for employees 
amounted to $27.5 million’ for 1954, of which $12.6 million was paid by the 
company. The plats. provide protection against many emergencies, including 
death and nonoccupational disability. Benefits paid under all plans for 1954 
aggregated $25.7 million. Approximately 98 percent of all employees are now 
members. 

Savings and stock bonus plan: Bmployees purchase United States’ savings 
bonds by payroll deduction and receive a 15-percent bonus in General Blectric 
stock on the purchase price of bonds left on deposit for a specified 5-year period. 
With completion at the end of 1953 and 1954 of the first two holding periods 
there have been distributed a total of 197,720 shares of General Electric stock to 
approximately 40,000 employees. 

‘ Suggestion plan: 28,896 awards aggregating $611,000 were made to eligible 
employees during 1954 for adopted suggestions concerning improvements in the 
company’s products and operations. 

Educational assistance program: Educational scholarships, fellowships, and 
loans amounting to $265,000 were granted in 1954 to 386 employees, children of 
employees and retired employees, and others, by the General Blectric educational 
and charitable fund: An additional plan, the new corporate alumnus program, 
is described on the opposite page. 

Incentive compensation: This plan was first formalized in 1923 and appréved 
in its present form by the share owners in 1951. Incentive compensation is 
awarded by the compensation committee (none of whom is eligible to participate) 
of the board of directors to individually selected employees of the company in 
managerial or other important positions who contribute materially to the success 
of the company’s business. The amount set aside based on the company’s 1953 
net earnings was $11,200,000, of which $9,699,963 was allotted. 

Other benefits: The company provides paid vacations, reduced prices to em- 
ployees’ on purchases of company products, payment for specified holidays and 
military duty allowances. Other 1954 payments made by the company include 
social-security taxes of $15.4 million, and payments of $8.8 million to State un- 
employment funds. 

(General Electric Co. annual report, 1954. ) 


JULY 2, 1957. 
Mr. JOHN H. CALLAHAN, 
National General Electric Conference Board of the IUS (CIO) 
Schenectady, N.Y. 

Dear Mr. CALLAHAN: Pursuant to the terms of our. pension and insurance 
agreement, there is attached the report on the operations of the insurance plan 
for the year 1956 and also for the year 1955. I am also attaching a copy of an 
ad which has been prepared for our works news in most of our plant locations’ 
for July 5. 

Very truly yours, 
BE. J. RIvrer, 
Administrator Union Contracts Application and Planning. 
Attachments (2). 
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GENERAL ELEcTRIC INSURANCE PLAN 


Cost and participation data* 


1955 | 1956 





Employee | Dependent; Total 
coverage | coverage 


Employee | Dependent Total 
coverage coverage 








Advance deposits made to in- 














surance companies..-. .--|$25, 950, 883 | $7,301, 444 |$33, 252, 327 |$34, 946, 398 |$17, 312, 319 $52, 258, 717 
Refunds of excess deposits....| 4,355, 596 | 615,456 | 4,971,052 | 3,742,638 | 1,497,844 5, 240, 482 
- = 1 wo -| ineeanieat a _ ae } 
Net cost of plan_......-_| 21,595,287 | 6,685,988 | 28, 281, 275 | 31, 203, 760 | 15, 814,475 47, 018, 235 
Employee contributions. . .. 11, 466,880 | 5,533,397 | 17,000,277 | 11,988,182 | 14, 604, 052 26, 592, 234 
____Net cost to company-.-.| 10,128,407 | 1, 152,501 | 11, 280,908 | 19,215,578 | 1,210,423 | 20, 426,001 
Number of employees partici- | | | 
pating at end of year-__--- 251, 619 SG AE. Seciriweain os 285, 109 











Percent of net cost of plan ~ 











paid by— | 
Employee....-......----- | 53.1 | 82.8 60.1 | 38.4 | 92.3 | 56. 6 
0, ae 46.9 | 17:2 39.9 | 61.6 7.7 | 43.4 
NRT oe ee | 100.0 | 100.0 | 100.0 | 100.0 | 100.0 | 100.0 


Excludes Canadian General Electric Co. 


APRIL 30, 1957. 
Mr. JoHn H. CALLAHAN, 


Chairman, National General Electric Conference Board 
of the IVE (AFL-CIO), Schenectady, N.Y. 
DEAR Mr. CALLAHAN: Information concerning the operation of the pension 
trust, as provided for in our current pension agreement, is attached. 
Very truly yours, 
). J. RITTER, 
Administrator, Union Contracts Application and Planning. 


GENERAL ELECTRIC PENSION TRUST, 
New York, N. Y., April 25, 1957. 

Mr. V. B. Day, 

Manager, Union Relations Service, 
General Electric Co., New York, N. Y. 

DeaR Mr. Day: There is attached a report of trustees of the General Electric 
Pension Trust setting forth a balance sheet and a detail of securities and other 
property held by the trust at December 31, 1956, together with a summary of 
cash receipts and disbursements and certain other statistics pertaining to the 
year 1956. 

This report and the papers accompanying it have been submitted by the trustees 
to the company and are made available to you for use in accordance with the 
terms of agreements with unions where they represent General Electric 
employees. 

Yours very truly, 
E. S. Wrr1I1s, Secretary. 


JENERAL ELECTRIC PENSION TRUST 


INDEX OF MATERIAL 
I. Report of trustees. 


1. Balance sheet, December 31, 1956 and 1955. 

2. Cash receipts and disbursements for year ended December 31, 1956 and 1955. 
3. Investments, December 31, 1956 and 1955. 
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(i) Number on pension roll at December 31, 1956 and 1955. 
(ii) Number of persons retiring during year 1956 and 1955. 
(iii) Average age at retirement, 1956 and 1955. 
(iv) Average service at retirement, 1956 and 1955. 
(v) Average monthly payment under General Electric pension plan, 1956 
and 1955. 
II. Balance sheet, September 30, 1956, with certification of independent ae accountants. 
III, Statement furnished by independent actuarial consultants setting forth their opinion 
as to actuarial soundness of basis on which trust is being operated. 





WELFARE AND. PENSION PLANS. LEGISLATION 


Balance sheet, Dec. 31,1956 and 1955 


Assets: 
Investments: 
U. 8. Government obligations $59, 884, 417 $72, 123, 345 
Land, buildings, and leaseholds-.-.................----.--.-.----.- 31, 708, 166 26, 950, 532 
Corporate’and other obligations_”. ._............-..-.-- ebussse. 4 394, 003, 839 395, 568, 102 
Common stocks 7 210, 603,339 | 133, oman 
Miscellaneous : 4, 885, 402 |- 
701,085,163 | 627, 874, 301 
728, 756 | 2, 419, 716 
3, 580, 631 | 3, 583, 822 
11, 816, 940 | 8, 427, 411 
2, 305, 250 
Liabilities and participants’ equity: 
Pensions payable__...........--. 525i ceebbwatneh Sikes tebe tbilecs , 406 21, 345 
Sundry liabilities______..-- ‘ 8& 4, 386 
Rentals received in advanced : 55, 506 62, 927 
Participants’ equity: | 
Liability for pensions granted pda’ 144, 397, 462 132, 236, 638 
General reserve for pensions to participants not 3 ) i } 572, 7 735, 219 508, 979, 054 


Tessa tknco = d 717, 211, 490 642, 305, 25 





Cash receipts and disbursements, year e cc. 831, 1956 and 1955 


1956 





Cash balance, Jan. 1 . $2, 419, 716 | 


Receipts: i 
Company and employee contributions__- iaiinlinncaion j 65, 096, 135 
Income from investments and sale of securities_...........-- ison 59, 275, 509 61, 587, 
Other 14, 582 48, 


, 386, 226 137, 663, 7 


9, 079, 973 | 120, 452, 82: 

5, 941, 959 15, 529, 048 

55, 254 54, 263 

Total disbursements__...........-- , cheb aasiptmiinentblyapundelelved 26, 077, 186 | 136, 036, 134 
Increase (decrease) in cash during year bale etikeaecm 690, 960) LE 627, § 587 


Cash balance, Dec. 31..................- - ; bok, 728, 756 2 419 716 








WELFARE AND ‘PENSION PLANS LEGISLATION 


Investments, Dec. 31,1956 and 1955 





United States Government obligations: 


United States Treasury bonds. 
United States savings bonds, series G 


Land, buildings and leaseholds: 
IDE LIT a SI a eciniansintemntaminemntioniiins nee Se ee anew 


Continental Baking Co 
Continental Can Co 
Federated Department Stores 


Re REE, «SE aR PERS ase a ia 


Henri Bendel, Inc 
R. H. Macy & Co 
Safeway Stores, Inc 
Shell Oil Co 


Westinghouse Air Brake Co......................-.-. 


Corporate and other obligations: 


Alabama Power.-_- 

Allied Chemical & Dye_- oie 
Aluminum Co. of America. -_.---- 
American Can ‘ 
American Gas & Electric_- 

American Investment Co., Llinois 
American Telephone & Tele ae. 
American Tobacco. -.._--- 
Anheuser-Busch ___- SEES 
Appalachian Electric Power_.-....-.- 
Arkansas Power & Light. 

Associates Investment 

Atlantic City Electric__............. 
Atlantic Coast Line RR---.------- 
Atlantic Refining —..__- 

Babcock & Wileox_____-- 

Baltimore Gas & Electric 

Bell Telephone of Pennsylv: 

Beneficial Finance__-_-.- 
Blaw-Knox_____- 
Borden __- 
Brown Shoe Co_ 
Bulova Watch... 
C. I. T. Financial 
Calumet Nitrogen Products-__............- 
Carolina Power & Light........--- 
Central Power & Light... ite sctdeit 
Chesapeake & Ohio R: \ilw ay Sitesnct a 
Chicago Great Western Ry-........------ 
Cleveland Electric Diuminating- 

Colorado Interstate Gas 

Columbia Gas System 


Combustion Engineering-___._- ae eiaialirinsaliataieatbalaineheniind 


Commercial Credit____- 
er Edison_ 


Continent. al Can 

Continental Oil i 

Crown Zellerbach - - 

Detroit Edison _- 

Duquesne Light ol ain casei 
E] Paso Natural Gas 


Firestone Tire & Rubber-._....-....-...-------- ~cehiiiniaininasieaiaidaal 


Florida Power & Light 
Florida Power._._. 

Food Machinery & Chemical. 
Fruit Growers Expre 

Gas Service 

General Finance 

General Motors - 

General Motors Acceptance 
Georgia Power. 

Georgia Railroad - 
Goodrich, B. F 


Household Finance Corp 
Houston Lighting & Power 


Illinois Bell Telephone. - .- 
Indiana & Michigan Electric. 
Inland Steel 








_3i, we 166 


1, 015, 895 
3, 222, 353 | 
655, 000 
5, 002, 000 
2, 483, 927 
1, 000, 000 | 
10, 172, 439 | 
3, 195, 557 | 
2, 756, 408 
2, 042, 498 | 
2, 014, 765 
2, 370, 000 | 
1, 525, 404 
2, 282, 039 
1, 008, 817 
3, 000, 000 
6, 845, 668 
3, 036, 744 | 
5, 987, 559 
3, 000, 000 
4, 000, 000 
1, 000, 000 
1, 500, 000 
9, 749, 058 
2, 000, 000 | 
4, 017, 860 
1, 019, 125 
1, 399, 988 | 
762, 675 
2, 012, 920 
959, 000 | 
6, 100, 560 
2, 000, 000 | 
546, 204 
7, 007, 507 
5, 080, 358 
5, 531, 630 
2, 734, 552 
3, 034, 821 
2, 520,000 | 
2, 000, 000 | 
930, 399 
10, 398, 053 
223, 152 
2, 029, 107 
2, 020, 848 
2, 370, 166 
1, 903, 872 
1, 944, 682 
895, 225 
2, 762, 107 
13, 985, 514 
991, 776 | 
181, 800 | 
1, 900, 000 | 








3, 351, 559 
1, 993, 396 
2, 000, 000 
1, 012, 385 
3, 123, 160 
3, 020, 054 
984, 000 | 


$70, 523, 345 
1, 600, 000 


72, 123, 345 


5, 142, 894 

470, 020 
5, 345, 000 
9, 212, 781 


3, 422, 670 
2, 036, 658 


26, 950, 532 


1, 016, 540 
4, 212, 141 
, 000 
2, 000 
, 658 
, 000 
0, 894 
, 051 
, 237 
, 332 
5, 617 
, 000 
26, 469 
32, 039 
311, 982 
000, 000 
848, 171 
038, 869 
986, 838 
000, 000 
000, 000 


POWM ANNE OND Wr poy 


500, 000 
221, 017 
000, 000 
018, 556 
019, 927 
533, 320 
849, 803 
2, 013, 371 
987, 000 

6, 105, 833 
2, 000, 000 
3, 980, 659 
7, 008, 700 
5, 083, 695 
6, 040, 500 
2, 979, 503 
3, 036, 072 
2, 640, 000 
3, 928, 303 
930, 712 

7, 964, 340 
223, 029 

2, 031, 666 
2, 021, 622 
2,370, 337 
1, 971, 656 
1, 965, 052 
994, 067 

3, 767, 260 
18, 985, 291 
993, 878 
181, 800 

1, 900, 000 
3, 352, 947 
1, 992, 759 
2, 000, 000 
1, 012, 886 
3, 128, 910 
3, 021, 270 
1, 805, 000 


re po go 





WELFARE AND PENSION PLANS LEGISLATION 
Investments, Dec. 31, 1956 and 1955—Continued 


1956 


Corporate and other obligations—Continued 

International Bank Reconstruction and Development $9, 949, 223 $9, 946, 324 
Interstate Oil Pipe Line 1, 995, 961 1, 995, 761 
Kansas City Southern Ry 724, 275 762, 395 
Lehigh Valley Railroad 1, 902, 242 1, 902, 242 
Long Island Lighting 4, 021, 868 4, 022, 888 
Lorillard, P 968, 439 968, 097 
Louisiana & Arkansas Ry-- 760, 498 830, 575 
Louisiana Power & Light 2 1, 015, 873 1, 016, 538 
Louisville & Nashville RR 1, 734, 064 1, 812, 064 
May Department Stores edi 1, 540, 000 2, 540, 000 
McKesson & Robbins. - |. 8,250, 373 | 3, 289, 778 
Michigan Consolidated Gas 3, 020, 121 3, 021, 034 
Michigan Gas Storage 4 2, 292, 000 2, 445, 000 
Midland Enterprises, Inc ‘ 2,000, 000 |_..2.- 2. ? 
Minneapolis-Honeywell Regulator_............-.-..-- 1, 250, 000 1, 350, 000 
Minnesota & Ontario Paper 1, 000, 000 , 000, 000 
Mississippi Power & Light--_---- 1, 003, 953 004, 122 
Missouri Pacific RR__-__- biivlassatendaretenows 1, 380, 930 , 416, 339 
Missouri Public Service....-.----------------------- ekaodaase 1, 300, 000 300, 000 
Montana Power . . 1, 315, 406 , 316, 096 

1 

1 

3. 


— 


Mountain Fuel Supply , 958, 557 , 958, 527 
National Distillers , 377, 614 378, 751 
National Fuel Gas____- dnb dagen eateaiihaiteaedeal , 052, 296 054, 918 
New England Telephone & Telegraph... 2, 010, 375 010, 977 
New York Central RR a 7 1, 982, 185 979, 783 
New York Telephone ‘ wid 5, 063, 872 071, 954 
Niagara Mohawk Power ; 5, 044, 707 046, 589 
Northern Illinois Gas 1, 506, 179 507, 369 
Northern Natural Gas___- achaiaisbaccutesit *itsheahanesbene 4, 965, 115 | , 965, 184 
Northwestern Bell Telephone. 2 1, 513, 404 | 513, 893 
Ohio Edison 3, 052, 618 | , 054, 873 
Ohio Power 2, 041, 857 044, 442 
Rai Walle NNN eo ieececcncccwenc neuen itipiiaaivtiteiniibasindac 2, 542, 000 , 325, 000 
Oklahoma Gas & Electric boa , 016, 595 , 017, 306 
or a 2 ceeentinsenpindrennemrinneiderins odie , 000, 883 , 000, 923 
Ontario, Province of _- ‘ | 2, 693, 965 , 693, 705 
Owens-Illinois Glass 4 4 | 3, 700, 000 700, 000 
I sinc cpnnamanmnneienemadnteigimedeninrre ann Ost ‘ 5, 920, 343 926, 659 
Pacific Telephone & Telegraph 3, 016, 398 , 069 
Panhandle American Petroleum & Transportation . 998, 568 , 364 
Panhandle Eastern Pipe Line- -- , 881, 934 , 129 
Park & Tilford Distillers. .................-- Sarai deisaidiahinaintenaierigsetichoniahennie . 790, 000 50, 000 
Pennsylvania Railroad _- 2 , 783, O72 , 780, 283 
Phillips Petroleum " 226, 599 224, 824 
Pillsbury Mills.. _- ‘ a 1, 001, 993 , 002, 118 
Plantation Pipe Line - 3, 993, 152 | 3, 992, 651 
Public Service of Colorado “ saubnnate 1, 015, 944 , 016, 588 
Public Service Electric & Gas wits wed 4, 959, 355 962, 711 
ey aS retcancucneesdsnéwanenceoe enbicaaniin iim 1, 985, 481 , 984, 819 
Reading ‘ 1, 434, 183 , 496, 582 
Reynolds, ‘R. J., Tobacco 2, 878, 306 | 2, 878, 742 
Saskate hewan, Province of... ; : 1, 993, 456 93, 080 
Seaboard Finance.....__.__- ah laeadialedlaiainiahiine ch shacahabiabiniocmenteecnmirataindinieie a 2, 000, 000 , 000 
Shell Oil : ‘ ; 5, 500, 399 , 982 
Southern California Edison al : | 5, 059, 562 2, 644 
Southern Natural Gas 4, 301, 050 3, 398 
Southern Pacific _- ‘ 987, 429 5, 248 
Southern Railway - ites , ‘ 2, 610, 489 33, 294 
Southwestern Bell Telephone ae Rnbidesdssinkdnaineiacenanise~s 3, 159, 255 45, 302 
St. Louis, Brown & Mexico wetted 324, 418 32, 736 
Stevens, J. P ; 4, 183, 951 
Tampa Electric_____- 980, 000 
Tennessee Gas Transmission 11, 113, 821 
Transok Pi i ‘ 2, 502, 339 
Trunkline 2, 000, 000 
Union Electric Company of Missouri...............-....----.---.-.---- | 4, 033, 131 
United Gas_____- i 5, 701, 270 
United Iluminating 1, 000, 000 
United States Tobacco i nig sel 
Utah Power & Light ‘ 1,011, 399 
Virginia Electric & Power . 2, 000, 000 
Wabash Railroad 2, 429, 830 
Washington Terminal. - 1, 193, 158 
Washington Water Power. 850, 000 
Western Maryland Railway ‘ 1, 000, 000 
Westinghouse Air Brake , 1, 991, 310 
Westinghouse Electric 2, 100, 000 
a unas atssees eee edeusenserercaesoetes 1, 511, 953 
Wisconsin Power & Light 1, 018, 256 
Youngstown Sheet & Tube 2, 000, 000 





ft et OS Or 0 BD BS OO te Or or SO 





9, 107,020 
2, 502, 438 
2, 000, 000 
4, 035, 111 
5, 738, 577 
1, 000, 000 





394, 003, 839 395, 568, 102 





WELFARE AND PENSION PLANS LEGISLATION 


Investments, Dec. $1, 1956 and 1955—Continued 





Common stocks: 

ee II, 4.5.5.5. 0coicaintdstitinncbe niacin ts ; $100, 176 
Allied Chemical & Dye : ; ~” $5, 303, 624 3, 585, 883 
Aluminium, Ltd 2, 826, 036 1, 487, 811 
Aluminum Company of America 3, 012, 461 1, 401, 258 
American Can Co 2, 228, 978 

American Gas & Electric 2, 559; O81 

Baltimore Gas & Electric 1, 051, 613 1 O51, 613 
SOUND a on ros <. one seo ccc canoe ta ee ae eee De 1, 079, 200 666, 388 
Bethlehem Steel Co. .................-..-.-- Soe -| 2, 476, 379 | 845, 906 
Borden Co - 7 1, 132, 963 1, 182, 963 
Boston Edison 


612, 162 612, 162 
Burroughs Corp_ ‘ 935, 336 | 
Caterpillar Tractor 3, 658, 512 | 
Chase Manhattan Bank Sis 1, 228, 494 
Chrysler_.__- > 2, 055, 134 
Commonwealth Edison____- | 3, 125, 818 
Consolidated Edison of New York_...-____- SE a SCN 3, 001, 081 
Consumers Power Co 2, 604, 183 
Continental Can Co., Ine | 2, 834, 790 | 
Continental Insuranes Oo. _..........................- P 1, 204, 703 | 
Continental Oil Co_- 2, 742, 339 | 
Corn Products Refining Co of 920, 948 
Crown-Zellerbach Corp 2, 454, 023 , 227, 
Deere & Co | 1, 388, 227 | 1, 117, 612 
Dow Chemical Co_. ae a ‘ soil 5, 360, 477 | 2, 806, 991 
DuPont, E. I., de Nemours & Co___- Whee eal en oP ome 7, 619, 153 | 4, 576, 391 
Eastman Kodak Co | _ 4,079, 732. | 2, 856, 906 
Fli Lilly & Co 339, 000 
Fidelity-Phenix 1, 136, 972 | 758, 012 
Fireman’s Fund Insurance 1, 761, 875 | 1, 035, 025 
Firestone Tire & Rubber 2, 199, 384 | 1, 253, 133 
First National Bank of Boston 224, 185 224, 185 
First National City Bank, New York 1, 308,.238 | 
Ford Motor Co 7 1, 958, 261 
General Foods Corp 2, 970, 876 | 
General Mills, Inc 





1, 872, 654 
1, 281, 452 1, 152, 449 


Camenel Waeete..; «ksi ctecees hidsapcceeuas cotvtutiecas heeec. ale | 4,968, 446 | 2, 645, 483 
Goodrich, B. F., Co 2, 361, 212 | 1, 007, 618 


Goodyear Tire & Rubber... 2, 155, 754 | 1, 131, 863 
Guaranty Trust Cor npany of New Y ork 387, 125 | 347, 875 
Gulf Oil E 5, 087, 938 | 3, 389, 745 
Hartford Fire Insurance } 2, 048, 256 | 1, 076, 254 
Hercules Powder. 2, 445, 211 | 331, 656 
Houston Lighting & Power 844, 729 | 844, 730 
Idaho Power | 157, 574 157, 574 
Inland Steel 3 1, 253, 200 1, 065, 828 
Insurance Company of North America--.-........--- ee .| 1, 984, 097 1, 067, 235 
International Business Machines 3, 939, 823 1, 575, 339 
International Harvester | 1, 024, 893 950, 374 
International Paper | 4, 311, 107 2, 108, 027 
Neen eet aensiowatbraiacehiat s 816, 962 | 
Johns-Manville Corp... 3, 212, 272 

I Con si Sent EE a ldruegian dt tiiitpttn mint pléetlndte dt | 2, 058, 685 | 
Ts oemeimndiiaiendniiie canal 

ph RARE RE RE Eee es 9 ie OS Bh 538, 77 

Wiel Ares Mii aid hina See daSic LZ Bidbi skews dn pundiensteSecee lupecusece Eh 
Minneapolis-Honeywell Regulator 

Minnesota Mining & — hs | 

DEON CE So ccwccioctowssiwenset sade subi acblaiethae se2.U 

PEON ATOR oo ih ce deid seen < Gutilda dade Feciccmiinbebsa veh cs | 

National Dairy Products 

ee eee asain meee eae ee wo 3, 179, 162 | 

National Steel 1, 537, 530 | 
Owens-Illinois Glass 1, 655, 949 

Parke, Davis ae : 

WU Oe fen wa nocelbsessuesance’ tase aula bdebstanatinadetniaws ceeteen Sal 5, 149, 997 

Pfizer (Chas.) & Co., Inc old . 

Phelps-Dodge Corp 1, 534, 927 

Philadelphia Electric_.--_- ibaa a atetininentnins einai aa 1, 951, 923 

Phillips Petroleum - --- ‘ 1, 850, 956 

Pittsburgh Plate Glass 2, 689, 960 

Potomac Electric Power 1, 350, 717 
I aL oe damn bb emaanemmaienniae a 1, 607, 557 

Rohm & Haas... z 1, 567, 375 | fea 
San Diego Gas & Electric of 1, 105, 953 600, 965 
I sg epee uagavawadb bases = ae 2, 135, 453 | 1, 294, 124 
Sears, Roebuck-.-- sakacoieiebitas! NES am 5, 038, 775 3, 731, 718 
Security First N: ational Bank, ‘Los ‘Angeles_- ‘ 702, 863 626, 288 
Socony-Mobil Oil_- : 2 5, 518, 634 6, 891, 161 
Southern California Edison_..___- ‘ sie 2, 349, 613 1, 902, 135 
Standard Oil Company of California ; 4, 429, 600 2, 678, 032 
Standard Oil Co. (Indiana) 3, 990, 507 2, 435, 992 
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Investments, Dec. 31, 1956 and 1955—Continued 





Common stocks—Continued 















| 
I ae ten nemonean | $8,076,883 $3, 988, 090 
i iukitinmieemsninanmnn i 5, 723, 678 2, 895, 850 
i hunbibehmeaeatenaneenl! 6, 853, 286 4, 567, 124 
EE Ra 2, 348, 833 1, 355, 970 
Virginia Electric & Power 2, 209, 827 1, 302, 097 
Wisconsin Electric Power 2, 113, 039 1, 325, 661 
I ceinsieiceimsreniiaiamenmnanmiannanmann nt dtaaidets tae 1, 098, 200 


210, 603, 339 | 


I. a spetesnenin pues tnnasaatenindesinlamntadi stasieatineat ‘ 4, 885, 402 | livdenads 





— SSS SS 


Nee eee cadeenncem| SRE bee ee 


Statistics 








Number on pension trust payroll at Dec. 31: 
Former employees: 
roa raat ncrcnicnrerncecete teaser " 13, 650 12, 714 
| 
| 
| 


Females... __.__.. 2, 775 2, 722 










a occ clivcnarcnamiatatiaeinichie 


























16, 425 15, 436 
Sa ‘ ‘ 775 700 
i cenecia teenie ht inal eRonitonvabininils ee 16, 136 
Number of persons retiring during year: et a mS 
i eres taestidees tv armrniunrennre 2, 009 1, 701 
Lump sum settlements__...............-.. 337 406 
St SS a es | 2, 346 2, 107 
Averages for regular monthly payroll (excluding lump-sum settlements): | 
Average age atrétirement..._.................--..-_-. Lichen Peakaanite 62.3 62.9 
Average service at retiremont............................. all 26.8 26.5 
Average monthly payment under GE pension plan_.._..._._._____- | $99. 53 $93. 49 


PEAT, MARWICK, MITCHELL & Co., 
CERTIFIED PUBLIC ACCOUNTANTS, 
New York, N. Y. 
Re Report of independent certified public accountants 
The Trustees OF GENERAL ELECTRIC PENSION TRUST, 
New York, N. Y.: 

We have examined the balance sheet of General Electric pension trust as of 
September 30, 1956. Our examination for the year then ended was made in ac- 
cordance with generally accepted auditing standards, and accordingly included 
such tests of the accounting records and such other auditing procedures as we 
considered necessary in the circumstances. 

In our opinion, the accompanying balance sheet presents fairly the financial 
position of General Electric pension trust at September 30, 1956, in conformity 
with generally accepted accounting principles applied for the year then ended 
en a basis consistent with that of the preceding year. 


PEAT, MARWICK, MITCHELL & Co. 
New York, N. Y., December 10, 1956. 


Ir 


mr 
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GENERAL ELECTRIC PENSION TRUST 
Balance sheet Sept. 30, 1956 


ASSETS 
Investments: 
U. S. Government obligations, at amortized cost (market 
$61,813,563) $67, 962, 625 
Corporate and other obligations, at amortized cost (market 
$354,803,709 ) 391, 108, 727 
Common stocks, at cost (market $252,034,386) 187, 933, 044 
Other investments: 
Land, buildings and leaseholds, at amortized 
; $28, 978, 203 
4, 988, 568 
33, 966, 771 


680, 971, 167 

3, 145, 165 

4, 550, 282 

Contributions receivable from participating employees—estimated_ 1, 800, 000 


690, 466, 614 


LIABILITIES AND PARTICIPANTS’ EQUITY 

Pension payable 
Sundry liabilities 
Rentals received in advance 
Participants’ equity (see note) : 

Liability for pensions granted $141, 186, 027 

General reserve—available for pensions to partici- 
pants not yet retired 549, 203, 700 


690,389, 727 


690, 466, 614 

Notr.—tThe liability for pensions granted is calculated by the use of tables prepared by 
the trust's actuaries. The unfunded pension liability of the participating companies in the 
General Electric pension trust, similarly calculated, at Dec. 31, 1955 (date of the latest 
valuation), was estimated to be $58 million, after deducting payments made in 1956 ap- 
plicable to 1955. 

Towers, PERRIN, Forster & Crossy, INC., 
Philadelphia, Pa., April 15, 1957. 
The PENSION Boarp, 
General Electric Co., Executive Offices, 
New York, N.Y. 

GENTLEMEN: We have reviewed such calculations of liabilities as of December 
31, 1956, for benefits prospectively payable in accordance with the provisions of 
the General Electric pension plan prepared by the General Electric Co., as have 
been completed. Calculations of liabilities as of December 31, 1955, similar to the 
December 31, 1956, calculations which have not yet been completed were also re- 
viewed by us. 

The calculations were performed in accordance with procedures developed with 
our assistance and having our approval and it is our opinion that the results, 
based upon the employee data prepared by the General Electric Co., are sub- 
stantially correct, both arithmetically and theoretically, and represent reasonable 
appraisals of the costs of the plan. 

Very truly yours, 
KeatH P. GIBson, 
Vice President and Associate Actuary. 
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JUNE 11, 1957. 

From: Press, Radio and Television News Relations, General Electric Co., New 
York, N. Y. 

By: Frank C. Kline 

NEw York, N. Y., June 11, 1957.—The General Electric Co. issued the following 
statement in New York today: 

“Mr. Meany has made himself ridiculous in his unwarranted charges as a result, 
presumably, of his having been misled by his union associate, Mr. Carey. 

“Mr. Meany should have taken the precaution to learn that the amount paid by 
employees under the company insurance plan is. fixed by the macthiniad union 
agreement and that General Electric pays the entire balance, however high it 
may run. Only the company—and, not any employees—would suffer if anything 
other than the best available rate were paid. 

“Our purchases of protection and service from the Metropolitan Life Insurance 
Co. began in 1920, have been carefully reviewed with each renewal, and continue, 
in our opinion, to represent the best available value we can obtain for our needs, 

“Our beginning purchases from Metropolitan in 1920, and our first disability 
coverage in 1939, were before Mr. Reed or Mr. Woodruff became directors of 
this leading mutual insurance company in the public interest. Neither of these 
directors is in any position to profit in the slightest from the business Metro- 
politan does with General Electric. 

“Tt is most difficult for us to understand Mr. Meany’s charge of ‘secrecy,’ since 
the record amply demonstrates that we have issued periodic statements as to each 
individual’s share in the plans. We have continued to publish a statement an- 
nually as to the operation and administration of our pension plan. 

“Mr. Meany apparently has allowed himself to be victimized by old and long 
discredited charges, which Mr. Carey has been trying unsuccessfully to pro- 
mulgate for along time. We hope this is not just a carefully timed attempt to dis- 
credit reputable companies in order to divert the spotlight from the current un- 
favorable disclosures on activities of some union officials before other Senate 
committees.” 


BLUE Cross ASSOCIATION, 
July 24, 1957. 
Hon. JoHn F. KENNEDY, 

Chairman, Subcommittee on Welfare and Pension Plans, Legislation of 
the Senate Labor and Public, ,Welfare Committee, the United States 
Senate, Washington, D.C. 

Deak SENATOR KENNEDY: The Blue Cross Association would like you to con- 
sider the matters discussed in this letter in connection with the several bills 
providing for registration, reporting, and disclosure of employee welfare and 
pension benefit plans. The bill 8. 1122 is the specific subject but the things men- 
tioned also apply, in some measure, to the other bills. 

A brief general description of Blue Cross may be helpful as background miate- 
rial. There are 80 Blue Cross plans in the United States, the District of Colum- 
bia, and the Territories. Each is a separate corporation and many were or- 
ganized under special enabling legislation enacted by the various States in 
which the plans are located. But irrespective of the basic law under which the 
plans are organized, every plan, without exception, is a community service 
organization with but one purpose, i. e.; the payment of hospital bills for mem- 
bers of the plan. Payments are made directly to the hospital, not to the sub- 
scriber, and generally discharge all, or substantially all, of the patient's hospital 
bill. 

None of the plans is operated for profit; there are no stockholders; and none 
of the income inures to the benefit of any private shareholder or individual. Each 
plan’s governing body (board of directors) is representative of the community 
and the members serve without compensation. It may be of interest to know 
that in 1956, 92.4 percent of the total income of all plans was used in that year 
to provide hospital benefits for Blue Cross subscribers. 

Typically, new members of a Blue Cross plan are enrolled by salaried em- 
ployees of the plan, not through the medium of agents and brokers who receive 
commissions. 

The operating details of the various plans are already a matter of public 
records either as a result of filings with State regulatory authorities or by the 
publication and circulation of annual reports, or both. 

While we find nothing objectionable in the fundamental purpose of S. 1122. we 
do have difficulty in ascertaining what obligations it would impose on Blue 
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Cross plans and are concerned with the extent of the registration and reporting 
requirements which might be necessary to discharge those obligations. 

Section 3 (a) (1) defines the term “employee welfare benefit plan” to mean 
“any plan * * * established by employer or employee organizations, or by both, 
for the purpose of providing for its beneficiaries, through the purchase of insur- 
ance or otherwise, * * * hospital care or benefits * * *.” 

Section 3 (a) (3) defines the term “employee organization” to mean “any 
organization of any kind, * * * which exists for the purpose, in whole or in part, 
of dealing with employers concerning * * * an employee welfare * * * benefit 
plan * * *.” 

The term “the person or persons charged with or having responsibility for the 
overall management of any employee welfare or pension benefit plan’ is not 
defined, but is used throughout sections 5 and 6 of the bill. These sections require 
the “person or persons charged with or having responsibility for the overall 
management of any employee welfare or pension benefit plan” to register such 
plan and to make annual reports with respect thereto. 

Our concern with the meaning of these terms and requirements as they apply 
to Blue Cross.may best be illustrated by the following examples: 

A. Assume that the X company has 500 employees, none of whom belongs to a 
union. With the consent of management, these employees were solicited to be- 
come members of the local Blue Cross plan and 300 elected to do so. The entire 
cost of the plan is paid by the employees, but X company, at the request of the 
employees, has agreed to deduct each employee’s dues from his pay check and 
remit them to the Blue Cross plan. 

No commission is. paid to anyone for securing this business. The hospital 
benefits available to these employees and charges to them are exactly the same 
as are available to other similar groups throughout the community. Under these 
circumstanees (i) do the 300 employees constitute an employee organization ; 
(ii) is there an employee welfare benefit plan; and (iii) who is the person or 
persons charged with or having responsibility for the overall management of 
the plan? 

B. Assume-the same facts as in A except that the employee's subscription charge 
is not deducted by the employer. Instead, 1 of the 300 employees acts as treas- 
urer for the group. He collects the amount due from each employee and pays 
it over to the Blue Cross plan. Does this change any of the answers to (i), (ii), 
and (iii) in A? 

Cc. Assume the same facts as in A except that each employee mails his sub- 
scription charge to the Blue Cross plan. Does this change any of the answers to 
(i), (ii). and (iii) in A? 

I). Assume the same facts as in A except that X company has offered to pay 
a part of the subscription charge for any employee who elects to subscribe to 
the Blue Cross plan. Does this change any of the answers to (i), (ii), and (iii) 
in A? 

FE. Assume that the employees of X company are members of a union and that 
as a result of collective bargaining X company has agreed to pay the entire Blue 
Cross subscription charge for each of its 500 employees. What are the answers 
to (i), (ii), and (iii) under A? 


Other examples and variations of the foregoing can be posed, but these will 
serve to illustrate our problems. 

The terms “employee organization” and “employee welfare benefit plan’ appear 
to. be broad enough to encompass groups of employees, and the benefits available 
to them, illustrated by the above examples. If this be the case, the registering 
and annual reporting requirements would be a monumental and expensive task. 

There are perhaps 400,000 separate Blue Cross groups. Quite often there will 
be many separate groups among the employees of a single employer. This is par- 
ticularly true where the group-treasurer type of operation is necessary as, for 


example, among the employees of the Federal Government. 


If, for one reason or 
another. 


only one-half of the Blue Cross groups are covered by the bill, there 
would still be some 200,000 separate registrations and annual reports required. 
If this burden falls on the Blue Cross plans the only. result, as we see it, would 
be a marked increased cost of operation with no attendant benefit to the 50 million 
members of the plans and added governmental cost with no resultant increase 
in public protection. Since more than 90 percent of the plans’ income is already 
used for hospital benefits, with only some 4 percent of income going to defray the 
cost of operation, many, and perhaps all plans would have to increase the sub- 


scription rates of their members for the sole purpose of financing the registration 
and reporting requirements. 








726 WELFARE AND PENSION PLANS LEGISLATION 


It is not clear, however, that Blue Cross plans would be required to register 
and report. Even if the groups and benefits shown in the example qualify as 
“employee organizations” and “employee welfare benefit plans,” the question re- 
mains as to who has the responsibility of registering and making the annual re- 
ports. In the absence of a definition there would seem to be no one “charged 
with o» having responsibility for the overall management” of the plan. 

Section 6 (d) of the bill would seem to indicate that an organization such as 
Blue Cross has no obligation under the bill other than to supply certain informa- 
tion to the “person or persons charged with or having responsibility for the 
overall management of any employee welfare or pension benefit plan.” 

In view of the foregoing we suggest the following changes in the bill: 

1. That the term “employee organization” be defined in such a way that it 
will not include groups organized for the sole purpose of enrolling in a Blue 
Cross plan. 

2. That the term “employee welfare benefit plan” be defined so as to exclude 
benefits offered by Blue Cross plans to all similar groups in the community cov- 
ered by the plan. 

3. That the term “person or persons who are charged with or have respon- 
sibility for the overall management of any employee welfare or pension bene- 
fit plan” be defined in the bill. That such definition exclude organizations re- 
quired to furnish information under section 6 (d) of the bill. 

We will be glad to discuss these matters with you or with members of your 
staff at any convenient time. 

Very truly yours, 


J. D. Cotman, Vice President. 


New York, N. Y., July 25, 1957. 
Senator JoHN F. KENNEDY, 
Chairman, Special Subcommittee on Pension and Welfare Funds, 
Senate Office Building, Washington, D. C.: 

I have today sent the following telegram to Senator Irving M. Ives and Rep- 
resentative Peter Frelinghuysen, the sponsors, respectively, of S. 2175 and H. R. 
7802, identical bills now pending before the Congress. These bills would re- 
quire professional independent audits of employee benefit and welfare funds. 

“After careful study of S. 2175 and H. R. 7802 identical bills which you are 
sponsoring in the Senate and House, respectively, the American Institute of 
Certified Public Accountants wishes to go on record as supporting the principle 
of this proposed legislation. In the judgment of the institute the objectives of 
these bills are clearly in the broad public interest. 

“The half million employee welfare and pension benefit plans in existence to- 
day constitute for more than 75 million Americans—nearly half of our entire 
population—a protection against the misfortunes of life and the uncertainties of 
advanced age. They offer security and peace of mind and thus help to minimize 
the risks that were once thought to be the price of opportunity in a free economy. 
They encourage economic expansion and human progress by making it possible 
for people to use their present incomes to improve living standards without un- 
due concern for their future welfare. They help demonstrate that by the wise 
management of their own social institutions people can provide adequately for 
their needs without excessive dependence upon governmental organization. 

“It is entirely likely that the vast majority of existing employee welfare and 
pension funds are being administered responsibly and honestly and that the 
trustees of these funds are conscientious men who have a keen awareness of 
their responsibilities toward the beneficiaries, whether the funds are administered 
by unions, by management, or jointly. But no one really knows how well they 
are being administered. 

“The financial resources of these funds have become so large, and the number 
of direct and collateral beneficiaries so vast that uniformly high standards of 
responsibility and accountability seem absolutely essential. In both size and 
scope employee pension and welfare funds have become a vital part of the 
national economy. Their assets constitute one of the largest existing pools 
of private capital. As time passes and many more million workers and their 
families become participants, the place of such funds in the economic framework 
of our society will take on increasing significance. The necessity for statutory 
standards of responsibility and accountability seems clear. 
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“Any institution which directly affects the welfare and security of half our 
population, to say nothing of its impact upon the economic life of the Nation 
as a whole, is clearly affected with the public interest. Present safeguards— 
voluntary, Federal, and State—are insufficient protection of the public interest. 

“The proposed legislation seems a wise middle road between voluntary self- 
discipline and regulatory controls. It devises a remedy which is not only 
adequate to the need, but one which respects the ability of people to safeguard 
their own interests through the exercise of individual responsibility and their 
individual rights. 

“Furthermore, in the institute’s view there is nothing in this legislation to 
suggest a “punitive” motive. It could not be argued with validity, for example, 
that Congress would be seeking to punish the trustees of funds if an audit of 
their financial statements were required by law. Business firms, in order to 
sell securities in interstate commerce or through the mails, or to list their 
securities on a national securities exchange have long been required to have 
their financial statements audited, to provide investors with an independent 
expert review of representations in financial statements. Even in the absence 
of legal compulsion thousands of business and nonprofit institutions regularly 
open their books to independent audits as an accepted practice of sound manage- 
ment. For these reasons the American Institute of Certified Public Accountants 
endoreses the purposes and principles of the proposed legislation.” 


Maratis G. Eaton, 
President, American Institute of Certified Public Accountants. 


This telegram also sent to Senator Lister Hill, Senator John F. Kennedy, 
Representative Graham Barden, the President, and the Secretary of Labor. 


Maravis G. Eaton. 


UNITED STATES DEPARTMENT OF JUSTICE, 
OFFICE OF THE DEPUTY ATTORNEY GENERAL, 
Washington, D. C., August 1, 1957. 
Hon. Lister HIL1, 
Chairman, Committee on Labor and Public Welfare, 
United States Senate, Washington, D.C. 

Dear SENATOR: This is in response to your request for the views of the Depart- 
ment of Justice on the bill (S. 2137) to provide for registration, reporting, and 
disclosure of certain welfare, benefit, and pension plans. 

The purpose of this bill is to require the registration and annual reports on 
welfare and pension plans established or maintained by employers for the benefit 
of employees, excepting (1) plans administered by a Federal, State, or Terri- 
torial agency; (2) plans established in compliance with workmen’s compensation 
laws; (3) plans which are corollary to membership in tax-exempt fraternal socie- 
ties; and (4) plans which provide for a fixed level of benefits (which are expressly 
defined). The agency which shall administer the provisions of this bill is the 
Securities and Exchange Commission. 

The bill has been drafted to give the beneficiaries full details of the financial 
operations of these plans and by such disclosure protect the interests of these 
beneficiaries. For the past 3 years the administration has urged the enactment 
of legislation to meet this objective. However, 8. 2137 critically limits the plans 
to which it would apply by excluding that type of plan known as level of benefits. 
We are informed that the great majority of the plans now in operation fall into 
this category. 

It will also be noted that the plans embraced in 8S. 2137 would include plans 
for the benefit of employees who are not engaged in industries or activities in 
or affecting interstate commerce. The coverage of the bill raises some doubt of 
its constitutionality and this objection is not cured by the “separability section” 
(sec, 24). ; 

The objective intended to be achieved by S. 2137 would, in our opinion, be more 
surely and more completely accomplished by S. 1145, which, with the revisions 
suggested to you at the hearing on May 27, 1957, by the Secretary of Labor, we 
have endorsed in a previous letter. S. 1145, revised as suggested by the Secre- 
tary of Labor, has been introduced as 8. 2175 and is pending with the committee. 

The Bureau of the Budget has advised that there is no objection to the submis- 
sion of this report. 

Sincerely, 
WILLIAM P. RoGeERrs, 
Deputy Attorney General. 





